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TOWARD A NEW LEVEL OF 


PERFORMANCE 


WAJAX 
AT A 
GLANCE 


Wajax is a diversified 
company that has three 
core businesses engaged 
in the sale and after-sales 
parts and service support 
of Mobile Equipment, 


Industriat Components 
and Diesel Engines, 
through a network of 
111 branches across 
Canada and the western 
United States. 


Its customer base 

spans natural resources, 
construction, manu- 
facturing, industrial 
processing and utilities. 


MOBILE EQUIPMENT 
49% 2003 REVENUE BY CORE BUSINESS 


Mobile Equipment is the 
Company's traditional core 
business. Its two operating 
units distribute, customize 
and service product lines 
from leading manufacturers 
through a network of 31 sales 
and service branches with 
915 employees. 


PRODUCTS 

Container handlers, Cranes, 
Delimbers, Excavators, Forest 
feller bunchers, Forest har- 
vesters, Forwarders, Lift trucks, 
Loader backhoes, Log loaders, 
Mining products, Shovels, 
Skidders, Trucks, Utility equip- 
ment and Wheel loaders. 


MARKETS 

Construction, Forestry, 
Intermodal, Manufacturing, 
Materials handling, Mining, 
Municipal, Oil and gas, Plant 
process equipment and Utilities. 


OPERATING UNITS 

Wajax Industries (Western 
Canada), Wajax Industries 
(Eastern Canada) 


INDUSTRIAL COMPONENTS 
32% 2003 REVENUE BY CORE BUSINESS 


y 


Industrial Components, our 
next largest core business, 
distributes bearings, power 
transmission equipment, 
hydraulics and process and 
automation technologies. 
This business has 817 employ- 
ees operating a network of 
65 distribution, repair and 
service branches located 
throughout Canada and the 
western United States. 


PRODUCTS 

Bearings, Cylinders, Heat 
exchangers, Hoists, Hoses 

and fittings, Hydraulics, Mixers, 
Motors, Pneumatics, Power 
transmission products, Process 
pumps, Seals and Valves. 


MARKETS 

Agriculture, Chemical, 
Construction, Fishing and 
marine, Food, Forestry, 
Industrial processing, Mining, 
Petrochemical, Pulp and paper, 
Steel and Transportation. 


OPERATING UNITS 
Kinecor Inc. (Canada), 
Spencer Industries, Inc. 
(Western United States) 
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DIESEL ENGINES 


19% 2003 REVENUE BY CORE BUSINESS 


Our Diesel Engines business 
consists of two operating units 
which distribute and provide 
parts and service support for 
Detroit Diesel engines, Allison 
transmissions, Kohler genera- 
tors and other complementary 
product lines. These divisions, 
which have 15 branches and 
527 employees, also distribute 
and custom-assemble power 
generation sets, complete 
marine propulsion packages 
and complete power units. 


PRODUCTS 

Diesel engines, Natural gas 
engines, Power generators, 
Power take-offs, Propellers 
and Transmissions. 


MARKETS 

Agriculture, Construction, 
Fishing, Forestry, Industrial, 
Mining, Oil and gas, Power gen- 
eration and Transportation. 


OPERATING UNITS 

Waterous Detroit Diesel- 
Allison (Alberta/Northeastern 
British Columbia/Yukon/ 
Northwest Territories), 
Detroit Diesel-Allison Canada 
East (Quebec/Atlantic 
Canada/St. Pierre & Miquelon) 


WATEROUS 


DETROIT DIESEL-ALLISON 
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2003 
FINANCIAL 
HIGHLIGHTS 


For the years ended December 31 


{in thousands of Canadian dollars, except per share data) ‘03 ‘02 ‘0l 
Revenue $ 883,967 $ 908,789 $ 1,047,564 
Net earnings (loss) 9,573 (25,794) 8,702 
Net earnings (loss} per share 0.61 (1.64) 0.55 
Weighted average number of common shares outstanding 15,696,960 15,696,960 15,696,960 
Total assets $ 407,683 $ 442,038 54,505 
Working capital, exclusive of funded debt and cash 117,092 (71,055 241,307 
Funded debt, net of cash 38,710 114,396 175,804 
Shareholders’ equity 179,606 169,970 204,826 
Debt to equity ratio O:2234 0.67:1 0.86:1 
Cash flows before financing activities $ 68,186 $ 615393 $ 33,840 
REVENUE NET EARNINGS (LOSS) NET EARNINGS (LOSS) CASH FLOW 

(in millions of Canadian dollars) (in millions of Canadian dollars) PER SHARE BEFORE FINANCING 

(in Canadian dollars) (in millions of Canadian dollars) 
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OPERATING 
EXCELLENCE 


WE ARE RUNNING EVERY 
ASPECT OF OUR BUSINESS 
WITH CUSTOMER SERVICE 
AND COST EFFICIENCY 


Across Wajax, we're 
working to find better, 
more efficient ways of 
doing business and 
improving the way we 
serve our customers. 

In our Industrial 
Components division, 
for example, we've taken 
several steps forward 
with improved purchasing 
arrangements, better 


sourcing of supplies 
and other business 


re-engineering Initiatives. 


Mobile Equipment is 
streamlining its sales 
and marketing processes 
to more effectively target 
and strengthen its cus- 
tomer relationships. An 
emphasis on quality 
products and exceptional 


service continues to 

guide and boost the 
performance of our 
Diesel Engines operations. 
In the end, our ability 

to create value for our 
customers provides a 
solid base to create value 
for our shareholders. 
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MAINTAINING 
FINANCIAL 
FLEXIBILITY 


« “o 


ence our future 
This financial 
t only mitigates 


ness, it also keeps 
options open 
ajax. 
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VALUE 
THROUGH 
GROWTH 


WAJAX IS SEIZING NEW 
OPPORTUNITIES TO REACH 
MORE CUSTOMERS AND 
BUILD MARKET SHARE. 


{ 


f 


We recognize that cost 
control and operating 
efficiency alone cannot 
generate sustainable, 
long-term shareholder 
value. That is why we have 
worked hard to elevate 
aftermarket sales and 
service to the same promi- 
nence as product sales. 

In Mobile Equipment, we 
see opportunities for 


market share growth in 
key sectors and through 
the introduction of com- 
plementary product lines 
from other quality manu- 
facturers. Kinecor is 
accelerating mobile 
hydraulics sales, expand- 
ing its process equipment 
offering and targeting the 
southern Ontario market. 
In Diesel Engines, the 


opening of new customer 
service facilities in Calgary 
and Moncton will enable 
the division to handle 
expanded sales and ser- 
vice volumes. Ultimately 
more and better products 
and services add up toa 
stronger and broader cus- 
tomer base, more loyalty 
and higher sales revenue. 
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TO OUR 


SHAREHOLDERS 
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In last year’s annual 
report, we promised a 
clear focus on our objec- 
tives to return Wajax to 
profitability and to further 
strengthen its balance 
sheet. The company 
delivered on these objec- 
tives in 2003. We expect 
even better operating 
performance in 2004. 


A YEAR OF IMPROVED 
PERFORMANCE 

By all key measures, 

the company’s financial 
results significantly 
improved in 2003. 
Revenues, excluding 
results from Pacific North 
Equipment which was 
sold in late 2002, grew 
4.7% to $884 million. Net 
earnings of $9.6 million 
or $0.61 per share were 
recorded, compared toa 
net loss of $25.8 million 
or $1.64 per share last 
year. Debt, net of cash, 
was reduced to $38.7 mil- 
lion at the end of 2003. 
This debt reduction con- 
stituted a $75.7 million 
improvement over last 
year and resulted ina 
year-end debt to equity 
ratio of 0.22:1 compared 
to 0.67:1 in the previous 


Paul D. Sobey 
Chairman of the Board 


Neil D. Manning 
President and 
Chief Executive Officer 


year. Cash on hand at 
December 31, 2003 was 
$45.4 million. 


This solid financial per- 
formance and, more 
importantly, our strong 
balance sheet, with 
support from a newly 
arranged $20 million bank 
credit facility, have given 
the company a degree 

of financial flexibility 
that has been lacking for 
years. The decision of 
the Board of Directors to 
reinstate the payment 
of dividends effective 
March 31, 2004, reflects 
its growing confidence 
in the ability of the 
company to sustain its 
earnings and implement 
initiatives that will add 
further value for share- 
holders. 


MAKING SUSTAINABLE 
PROGRESS 

While we are pleased 

with the company’s per- 
formance in 2003, much 
remains to be done. A 
major reason for the solid 
returns this past year was 
the better management 
of costs and working capi- 
tal, a discipline that will 
continue in all of Wajax. 
On a sustainable basis, 


however, in order to 
achieve the returns that 
shareholders are entitled 
to expect, we are incor- 
porating among our 
strategic priorities the 
growth of market share 
in key sectors and the 
introduction of new prod- 
uct lines. At the same 
time, we will focus on 
obtaining full value from 
our asset base by further 
evaluating parts of our 
business offering lower 
returns or lacking scale 
and shifting resources to 
investments with higher 
growth potential. 


Each of our business units 
made good progress in 
2003 in improving produc- 
tivity and delivering value 
to customers in the face 
of sometimes difficult 
markets. Operational 
excellence'will remain 
essential for the company 
to sustain its progress. 


Mobile Equipment 

Mobile Equipment 
revenues increased 
12.5% in Canada even 
though forestry and 
mining markets remained 
relatively weak. Net 
income increased due 
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TO OUR 
SHAREHOLDERS 


‘This solid financial performance and, more importantly, our strong 
balance sheet, have given the company a degree of financial 


flexibility that has been lacking for years.” 


to higher revenues and 
reduced costs. The busi- 
ness unit also reduced 
working capital require- 
ments through disciplined 
control over inventories 
and receivables. 


Although new and larger 
trucks, shovels and load- 
ers are now available to 
grow the Wajax mining 
business, substantive 
growth in financial per- 
formance going forward 
will also require expanded 
market share in the con- 
struction and material 
handling segments. We 
intend to reach a broader 
group of customers by 
securing representation 
of quality manufacturers 
to complement the Hitachi 
excavator line. Material 
handling growth will 

be achieved through 
expanded rental fleets, 
additional sales from 
recent product line exten- 
sions and aftermarket 
service initiatives. 


Growth from aftermarket 
sales and service offer- 
ings will continue to be an 
important cornerstone of 
our business. In addition 
to providing customers 
with a value-added offer- 


ing, aftermarket sales of 
parts and labour attract 
high margins, require 
relatively little capital 
and generate a more pre- 
dictable earnings stream. 
Extended warranties, 
preventive maintenance 
agreements, equipment 
inspection and testing 
programs, customer 
training, and a growing 
number of sales repre- 
sentatives actively 
promoting these capabili- 
ties are examples of 

how we are building this 
aspect of our business. 


Industrial Components 

In last year’s report, 

we identified the return 
to profitability in the 
Industrial Components 
business unit as our 
greatest challenge and 
overriding priority. 
Although there remains 
work to do, we made 
significant progress as the 
division recorded earnings 
of $1.3 million compared 
to a loss of $9.1 million 
the year before. Cost and 
workforce reductions, 
higher margins as a 
result of improved pur- 
chasing arrangements 
and a strong Canadian 
dollar contributed to the 
turnaround in Kinecor, 


our Canadian operations. 
Although Spencer 
Industries, our U.S. based 
division, recorded a loss 
of $2.9 million in 2003 
compared to a loss of 
$6.5 million the year 
before, it began to 
approach a break-even 
level in the last half of the 
year after charges had 
been incurred relating 

to the closure of four 
branches and a distribu- 
tion centre. We expect 
continued improvement 
in Spencer in 2004. 


The Industrial Components 
business presents Wajax 
with its greatest opportu- 
nity for growth. With 56 
branches, Kinecor is the 
largest industrial distribu- 
tor of its kind in Canada, 
but operates with less 
than a 10% market share. 
We expect to grow the 
revenues of this business 
unit in 2004 through 
internal growth initiatives. 
We are seeking to increase 
our market share for 
bearings and power 
transmission products 

in southern Ontario and 
western Canada, build 
our mobile hydraulics 
sales, expand our process 
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TO OUR 
SHAREHOLDERS 


“We are incorporating among our strategic priorities the growth 
of market share in key sectors and the introduction of new 


product lines.” 


Wajax 2003 Annual Report 


equipment offerings, 

and target several major 
new contract customers. 
In addition, a new contri- 
bution to revenues and 
margins will flow from 

a small but important 
acquisition made in 
December last year which 
enabled us to establish 
the Hy-Spec Hydraulik 
division of Kinecor. This 
division will market 
throughout North America 
high quality mobile 
hydraulics products 
sourced from offshore 
manufacturers. 


In addition to revenue 
growth, we have con- 
fidence the stronger 
management teams now 
in place in Kinecor and 
Spencer will be able to 
further enhance returns 
next year through margin 
improvements arising 
from reduced freight 
costs, vendor consolida- 
tion activities and price 
matrix disciplines. 


Diesel Engines 

The company’s diesel 
engine businesses, Detroit 
Diesel-Allison Canada 
East, operating in Quebec 
and the Maritimes, 

and Waterous Detroit 


Diesel-Allison, operating 
primarily in Alberta, 
continued to generate a 
steady stream of cash 
flow and earnings in 2003. 
In an effort to organically 
grow these businesses, 
new customer service 
facilities were opened in 
2003 in Calgary and 
Moncton to handle antic- 
ipated sales and service 
volume increases. As well, 
the businesses have 
taken on and continue to 
evaluate other comple- 
mentary product lines to 


enhance growth prospects. 


We expect these well- 
managed businesses will 
provide another year of 
solid results in 2004. 


GOING FORWARD 

Wajax has taken an impor- 
tant step in the right 
direction with the results 
it achieved in 2003. While 
there is a new sense of 
confidence within the 
company, we know the job 
is not complete. However, 
we have in place a strong 
management team, a cost 
structure appropriate for 
our business units, a 
continuing commitment to 
prudent cost management 
and a strong balance 
sheet. We are determined 
to implement the growth 


and profit improvement 
initiatives described in 
this letter as quickly as 
possible. You have our 
assurance that we will 
approach the task of 
continuing to improve our 
operating performance 
in 2004 with the same 
urgency and resolve as 
exhibited in the past year. 


ACKNOWLEDGMENT 

Above all else, the 
company’s progress 
depends on excellent 
performance by excellent 
people. Through the 
unfailing dedication and 
skill of our employees, 
Wajax is well positioned 
for profitable growth in 
the years ahead. We would 
like to thank everyone who 
made this pivotal year in 
our company’s growth 
possible, including our 
employees, customers 
and suppliers. 


Paul D. Sobey 
Chairman of the Board 
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President and Chief 
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MANAGEMENT’S 


DISCUSSION 
AND 
ANALYSIS 


REVENUE BY 
SEGMENT 


Mi Mobile Equipment 


& Industrial 
Components 


MI Diesel Engines 


REVENUE BY 
GEOGRAPHIC REGION 


\ 


49% 


32% 
19% 


WB Eastern Canada 
fi Western Canada 


Wi Western 
United States 


57% 
37% 


6% 


The following discussion should be read in conjunction with the Company's 
Consolidated Financial Statements and accompanying Notes. Unless otherwise 
indicated, all financial information is in millions of dollars, except per share data. 


RESULTS OF OPERATIONS 


Consolidated results 03 ‘02 
Revenue $ 884.0 $ 908.8 
Net earnings (loss) before other items* $ 9.6 $ (8.4) 
Other items [after tax] $ - $ (17.4) 
Net earnings (loss) $ 9.6 $ (25.8) 
Earnings per share 03 ‘02 
Net earnings (loss) before other items* $ 0.61 $ (0.53) 
Other items (after tax) $ - $ (1.11) 
Net earnings [loss] $ 0.61 $ (1.64) 


* Non-GAAP measure, see the Non-GAAP Measures section. 


Revenue of $884.0 million in 2003 decreased from $908.8 million in 2002. Excluding 
revenues from Pacific North Equipment Co. (“PNE"), the U.S. mobile equipment 
operation sold in October 2002, revenues increased $39.4 million, or 4.7%. Earnings 
before other items increased $18.0 million to $9.6 million, or $0.61 per share, in 
2003 compared to a net loss before other items of $8.4 million, or $0.53 per share, 
recorded the previous year. After other items, 2003 net earnings of $9.6 million 
were recorded compared to a net loss of $25.8 million in 2002. 


The following factors contributed to the positive change In year-over-year results 
from operations before other items: 

e Canadian Mobile Equipment operations increased earnings compared to last 
year in all market sectors (U.S. operations were sold in late 2002). 

e Earnings in the Industrial Components segment increased $10.4 million in the 
year due to steps taken in late 2002 and early 2003 to reduce selling and adminis- 
trative costs and enhance margins. 

e Revenues in the Diesel Engines segment remained flat year-over-year, 
however, earnings declined principally as a result of higher occupancy costs due to 
relocation into a new Calgary facility in March 2003. 

e Consolidated selling and administrative expenses declined $24.5 million from 
2002 due to the sale of PNE ($13.3 million), cost reduction measures taken by the 
Company in late 2002 and early 2003 and lower corporate costs due mainly to lower 
fees associated with the unwinding of fixed interest rate swaps. Fees associated 
with the unwinding of the fixed interest rate swaps were shown in other items in 
2002 and reclassified to selling and administrative expenses in 2003. 
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MANAGEMENT’S 
DISCUSSION 
AND 

ANALYSIS 


MOBILE EQUIPMENT 


REVENUE BY MARKET 


2003 versus 2002 


2003 2002 
2003 
M Construction & 

Forestry 44% 
Hi Material Handling 30% 
HM Mining/Oil&Gas 15% 
Crane & Utility 11% 
2002* 
W@ Construction & 

Forestry 47% 
Mi Material Handling 31% 
HM Mining/Oil&Gas 14% 
M@ Crane & Utility 8% 


* 2002 excludes PNE 
revenues by market. 
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e Anincrease in consolidated earnings and a continued focus on working capital 
management led to further debt reductions in 2003. Funded debt, net of cash, 
decreased $75.7 million compared to last year. As a result, the Company’s year-end 
debt to equity ratio of 0.22:1 significantly improved from last year’s ratio of 0.67:1. 

e Interest expense for the year ended December 31, 2003 was $10.9 million 
compared to $15.8 million the previous year. The $4.9 million reduction was due 
primarily to the decline of almost $60.9 million in the average amount of funded 
debt outstanding during the year and lower deferred financing cost amortization. 

e The Company's effective income tax rate of 46.3% was greater than the 
Company's statutory income tax rate of 35.9% due to tax benefits related to current 
year U.S. losses not recognized, large corporations’ tax and other expenses not 
deductible for tax purposes. {The 2002 tax recovery was approximately $5.1 million 
lower than expected due to the write-off of a portion of future income tax balances 
pertaining to U.S. operations.) 

e In 2002, other items totalling $28.5 million of expense ($17.4 million after tax or 
$1.11 per share] were recorded including a pre-tax charge of $25.5 million ($15.7 mil- 
lion after tax] for the write-down of a computer system and a $3.0 million pre-tax 
charge ($1.7 million after tax] representing a net provision for restructuring costs. 


A quarterly dividend of $0.04 per share will be paid in the first quarter of 2004 and 
quarterly thereafter when approved and declared by the Board of Directors.The 


Board of Directors may modify its dividend payment policy at any time. 


MOBILE EQUIPMENT 


‘03 ‘02 
Gross revenue $ 438.9 $ 454.2 
Segment earnings $ 18.3 $ 13.5 


Revenue decreased $15.3 million to $438.9 million in 2003 from $454.2 million 
in 2002. Excluding PNE, revenue increased $48.9 million or 12.5% year-over-year. 
Segment earnings increased by $4.8 million to $18.3 million in 2003. 


The following factors contributed to the results: 

e Revenues in western Canada increased $12.7 million over last year due 
primarily to an increase in Hitachi construction equipment sales in Alberta. In 
addition, parts and service revenues in the construction and forestry, mining and 
material handling sectors increased $3.8 million or 7.2%. This increase resulted 
from management's continued focus on aftermarket sales and service offerings 
and from major rebuilds of large mining machines during the year. Earnings in 
western Canada increased by $1.1 million, compared to last year, as the impact of 
higher revenues and lower selling and administrative costs were only offset in 
part by lower margins on mining sales and strong price competition. 

e Revenues in eastern Canada increased $36.2 million compared to last year, 
of which $35.0 million was generated from higher equipment sales. In particular, 
equipment revenues in the crane and utility sector increased $18.7 million due 
mainly to the sale and rental of aerial equipment to provincial hydro utilities. 

The sale of a large Le Tourneau loader to a Quebec based mine contributed to 

a $7.9 million increase in mining equipment revenues. Construction and forestry 


MANAGEMENT’S 
DISCUSSION 
AND 

ANALYSIS 


JAMES BURNS 
Senior Vice President, 
Mobile Equipment 


“Margins on equipment 
remained tight in 2003, 
but our emphasis on 
asset and expense 
control, coupled with 
growth in aftermarket 
initiatives, led to 
substantially better 
results. While there 
are still opportunities 
to streamline our cost 
structure, top-line 
growth will be 
important in driving 
profitability.” 


equipment revenues increased $6.0 million and material handling $2.3 million. 
Parts and service revenues increased $1.2 million compared to last year. Earnings 
in eastern Canada increased $3.4 million due to the additional revenue offset in 
part by a margin decrease of 1.3 percentage points and increased selling and 
administrative expenses compared to last year. The lower margin resulted from a 
higher percentage of total revenues being derived from lower margin equipment 
sales and an increase in the used equipment obsolescence provision. 

e ~=Results in 2002 included the PNE operation which recorded revenues of 
$64.2 million and a loss of $0.3 million. 


The Mobile Equipment segment took several actions in late 2002 to improve per- 
formance including the sale of PNE, closure of two branches in eastern Canada and 
reducing working capital. These actions had the desired effect on 2003 results as 
shown by the $4.8 million improvement in earnings along with a $25.4 million 
reduction in net operating assets. The segment's future plans include the 
implementation of the following key operational initiatives in 2004 and beyond: 

e Management will continue to assess the long-term potential of the various 
markets served by the segment and the product lines represented in order to prof- 
itably grow the business. Growth opportunities identified in the construction sector 
include securing representation of additional quality product lines to complement 
the Hitachi excavator line and increasing market share through a stronger sales 
force in British Columbia and Ontario. In addition, targeted growth opportunities in 
the material handling sector include expanding rental fleets and equipment sales 
in western Canada and the marketing of recent product line extensions across 
Canada. The Company will also further evaluate its regional presence in Canada’s 
competitive forestry sector. 

e The western Canada based operation intends to build on its presence in the 
mining market which includes oil sands, gold, coal and diamond projects. The 
prime market for Wajax will be in the oil sands where the demand for large trucks 
and shovels is expected to be strong for the next 15 to 20 years. Wajax has delivered 
17 mining shovels and 21 mining trucks in the last five years and management 
believes it has improved its market position in 2003 with the introduction of the 
larger 320 ton electric drive Euclid-Hitachi truck. As the installed base of 
equipment in this sector continues to expand, parts and service revenues are 
expected to grow. 

e Aftermarket sales and service support is an important cornerstone of the 
Mobile Equipment business, providing customers with value-added offerings 
including extended warranties, preventive maintenance agreements, equipment 
inspections and testing programs and customer training. Additional Product 
Support Representatives will be hired to enhance revenues from these offerings 
which generate a predictable stream of higher margin earnings and require limited 
capital resources. 

e The segment will continue to maintain disciplined control over inventories and 
receivables as markets recover. 
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MANAGEMENT’S 
DISCUSSION 
AND 

ANALYSIS 


INDUSTRIAL COMPONENTS 
REVENUE BY MARKET* 
2003 versus 2002 


BB Industrial/ 
Manufacturing 54% 
H@ Forestry 20% 
HM Mining/Oil& Gas 17% 
@ Other 9% 
2002 
Wi Industrial/ 
Manufacturing 54% 
HB Forestry 20% 
Mi Mining/Oil& Gas 16% 
@ Other 10% 
* Based on 


company estimates. 
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INDUSTRIAL COMPONENTS 


£03 ‘02 
Canada - Kinecor $ 229.0 $ 286.5 
United States - Spencer $ 51.1 $ 56.5 
Gross revenue $ 280.1 $ 293.0 
Canada - Kinecor $ 4.2 $ (2.6] 
United States - Spencer $ (2.9) $ (6.5) 
Segment earnings (loss) $ es) $ (9.1] 


Revenue decreased $12.9 million from $293.0 million in 2002 to $280.1 million in 
2003. However, segment earnings increased $10.4 million to $1.3 million in 2003 
compared to a loss of $9.1 million in 2002. 


The year-over-year changes in revenues and earnings were a result of the following 
principal factors: 

e Revenues in Kinecor decreased $7.5 million to $229.0 million in 2003. Bearings 
volumes declined $7.1 million as a result of slowdowns in the steel and mining 
markets in eastern and central Canada. Hydraulics parts and service revenues 
decreased slightly by $0.4 million as strong results in the western Canada oil and 
gas sector were more than offset by declines in eastern and central Canada due to 
reduced economic activity primarily in the steel and industrial markets. Revenue 
declines in the marketplace have been caused in part by the impact of the strong 
Canadian dollar on many of Kinecor’s customers that sell products in U.S. dollars. 
e Kinecor’s earnings increased $6.8 million to $4.2 million in 2003 as improved 
margins and lower selling and administrative costs more than offset the negative 
impact of lower volumes. A margin increase of 1.7 percentage points was achieved 
through increased supplier rebates, the positive impact of the stronger Canadian 
dollar on U.S. dollar purchases and inventory adjustments in 2002 related to the 
ERP computer system conversion. Selling and administrative expenses declined by 
$4.5 million in 2003. This positive variance resulted from $2.9 million of cost reduc- 
tions made in late 2002 and $2.8 million of one-time costs incurred in 2002 related 
to the ERP computer system implementation that was subsequently abandoned in 
Kinecor, offset in part by $1.1 million of bad debt expense and other cost increases 
compared to last year. 

e Revenues in Spencer, a U.S. based hydraulics business, decreased $5.4 million 
to $51.1 million compared to $56.5 million last year due mainly to the decrease in 
the value of the U.S. dollar. On a U.S. dollar basis, revenues increased $0.5 million 
as increases in parts sales and mining service revenues more than offset the nega- 
tive impact from closing four branches in the first quarter of 2003. Although the 
operation began to approach a break-even position in the last six months of the 
year, Spencer's loss for the year was $2.9 million compared to $6.5 million in 2002. 
The $3.6 million loss reduction was due to increased margins and decreased sell- 
ing and administrative expenses resulting from an overall head count reduction, 


branch closures and one-time costs in 2002 related to the ERP computer system 
implementation. 
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GORDON DUNCAN 
Senior Vice President, 
Industrial Components 


“In 2003, we successfully 
completed the first 
year of our three-year 
business improvement 
plan by lowering SG&A 
expenses and Improv- 
ing margins. We have 
a clear path to further 
improvements through 
asset management, 
vendor consolidation, 
supply chain enhance- 
ments and sales 
growth.” 


DIESEL ENGINES 
REVENUE BY MARKET 
2003 versus 2002 


2003 
2003 


i On-highway 
Transportation 42% 


@ Mining/Oil& Gas 33% 

WM Industrial/ 
Commercial/Other 25% 

2002 

BM On-highway 
Transportation 43% 

Hi Mining/Oil& Gas = 29% 


WB Industrial/ 
Commercial/Other 28% 


Last year, management took several actions to return Industrial Components to 
profitability in response to the disappointing results of 2002. These actions led the 
segment to profitability in Kinecor and to a significantly lower loss in Spencer, 
despite the lower volumes compared to 2002. Although notable progress was made 
in 2003, management views this segment of the Company as having further poten- 
tial for growth in revenue and profitability. The Company’s future plans include the 
following initiatives in an effort to continue to improve operating performance: 
e Revenue growth initiatives include the following: 
e Kinecor operates through 56 branches and is estimated to be the largest 
Canadian industrial components distributor with less than 10% market share. 
Growth is expected through increasing the market share of bearing and power 
transmission products in southern Ontario, partially through a new branch in 
Guelph, Ontario opened in the third quarter of 2003 and in western Canada by 
leveraging the existing branch structure that has historically focused on 
hydraulic sales. 
e During 2003 Kinecor renewed long-term supply agreements with several 
major customers and will continue in 2004 to target major new contract customers. 
e Kinecor and Spencer are building the mobile hydraulics business through 
the marketing of higher margin quality products from offshore manufacturers 
through the new Hy-Spec Hydraulik division of Kinecor. The Hy-Spec division 
was formed through the $1.0 million acquisition in late 2003 of the assets of 
P.M.D.F. Hydraulique, a Quebec based hydraulics distributor with expertise In 
sourcing quality offshore products. 
e Industrial Components will begin to consolidate product lines carried in order 
to focus on a smaller number of high quality lines. This is expected to reduce 
overall inventory levels and costs of procurement, and improve margins through 
increased freight efficiencies and more favourable purchasing terms with key 
suppliers. Other margin enhancements are expected from better control of price 
discounting through the introduction of division-wide price matrices. 
e Spencer has been largely restructured in 2003 and management will continue to 
closely monitor the progress of Spencer. Spencer will not pay tax on profits earned for 
the foreseeable future due to U.S. operating tax losses in excess of $41 million as at 
December 31, 2003. 


DIESEL ENGINES 


£03 ‘02 
Gross revenue $ 166.9 $ 166.9 
Segment earnings $ ‘t/ $ 16.9 


Revenues remained unchanged at $166.9 million and earnings decreased $1.2 million 
to $15.7 million in 2003 compared to $16.9 million the previous year. The following 
events affected revenues and earnings: 

e Revenues at the Waterous operation in Alberta increased $5.0 million 
compared to 2002 resulting from improved equipment sales in the oil and gas 


sector and a large offshore equipment sale. 
e Revenues from the Company's Quebec and Maritimes operation, Detroit Diesel- 


Allison Canada East (“DD-ACE”), decreased $5.0 million due principally to lower 
generator set and parts volumes and lower service revenues due to reduced 


on-highway activity. 
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PIERRE ASSELIN 
President, 

Detroit Diesel-Allison 
Canada East 


“We continue to 
emphasize 
operational discipline 
to improve our 
processes and busi- 
ness results. We 
manage our business 
every day with these 
priorities in mind and 
our employees are 
doing an excellent 
job in translating 
them into consistent 
performance.” 


ED KOBE 
President, 
Waterous Detroit 
Diesel-Allison 


“The move to our new 
facility in Calgary offers 
us the opportunity 
to enhance service to 
existing customers 
and to establish new 
customer relationships, 
particularly in the 
on-highway sector.” 
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e Segment earnings decreased $1.2 million as a result of higher selling and 
administrative expenses which included $1.1 million of increased occupancy costs 
for the new Calgary facility opened in March 2003. 


The Diesel Engines segment is expected to continue to generate a steady stream of 
cash flow and earnings in 2004. Management will focus on incrementally growing 
this business through the following key initiatives: 

e —_ Increasing on-highway parts and service revenues through the relocation and 
expansion of the Waterous Calgary facility in March 2003 and the opening of the 
new DD-ACE Moncton facility in late 2003. 

e Management expects to introduce certain complementary product lines to 
enhance the segment's existing product lineup. 


Both Waterous and DD-ACE have recently renewed agreements with the 
DaimlerChrysler organization for the distribution of on-highway products for seven 
years and off-highway products for three years. 


NON-GAAP MEASURES 

To supplement the Consolidated Financial Statements, Wajax uses non-GAAP finan- 
cial measures that do not have standardized meaning prescribed by Canadian GAAP 
and are therefore unlikely to be comparable to similar measures used by other com- 
panies. These non-GAAP financial measures are Net Earnings Before Other Items and 
Net Earnings Per Share Before Other Items. Management believes the non-GAAP 
financial measures are useful to investors because they include meaningful informa- 
tion used by management to assess the financial performance of the Company. 


A reconciliation between reported Net Earnings and Net Earnings Before Other 
Items, and Net Earnings Per Share and Net Earnings Per Share Before Other Items, 


is detailed in the Results of Operations section. 


QUARTERLY RESULTS OF OPERATIONS 


‘03 ‘02 
al Q2 Q3 Q4 ai Q2 Q3 Q4 
Revenue $ 218.3 $ 227.0 $207.8 $ 230.9 |$ 214.2 $ 264.8 $ 206.6 $ 223.2 
Net earnings 
(loss) ileal DIS 2.6 3.4 (1.0) (th Gs) (8.0) 
Net earnings 
{loss} 
per share $ 0.07 $ 0.16 $ 0.16 $ 0.22/$ (0.07)$ 0.07$ 1.13 $ [0.51] 


A discussion of the Company's quarterly results can be found in the Company's 


quarterly Management's Discussion and Analysis reports available on SEDAR at 
www.sedar.com. 


MANAGEMENT’S 
DISCUSSION 
AND 

ANALYSIS 


JOHN HAMILTON 
Senior Vice President 
and Chief Financial 
Officer 


“Wajax demonstrated 
consistent improve- 
ment in almost all 
categories of its oper- 
ational and financial 
results. We remain 
aggressively focused 
on profitability and 
performance for the 
year ahead. Witha 
strong balance sheet, 
we have a solid base 
for future growth.” 


SELECTED ANNUAL INFORMATION 


‘03 02 ‘Ol 
Revenues $ 884.0 $ 908.8 $ 1,047.6 
Net earnings [loss] 9.6 (25.8) 8.7 
Net earnings (loss) per share 
- Basic and diluted 0.61 (1.64) 0F55 
Total assets 407.7 442.0 994.5 
Long-term liabilities 82.6 101.1 185.8 
Dividends and distributions per share nil nil nil 


Revenues declined in 2002 from 2001 due primarily to slowdowns in all sectors in 
Industrial Components, relinquishment of a major construction product line in 
western Canada’s Mobile Equipment segment, softness in the forestry, mining and 
material handling sectors in eastern Canada’s Mobile Equipment segment and 
reduced economic activity in the Alberta oil and gas sector in the Diesel Engines 
segment. Earnings in 2002 were negatively impacted by reduced volumes and other 
items of $28.5 million ($17.4 million after tax or $1.11 per share] discussed in the 
Results of Operations section. Total assets reduced significantly from December 31, 
2001 due mainly to working capital reductions achieved in 2002 and 2003 and the 
sale of PNE in late 2002. Long-term liabilities declined $103.2 million from 
December 31, 2001 to December 31, 2003 due primarily to a $73.1 million reduction 
in the Company’s revolving term bank facility, a $14.7 million reduction in the U.S. 
senior notes resulting from the translation into Canadian dollars at a lower 
exchange rate and principal debenture payments of $8.2 million. 


FOURTH QUARTER RESULTS 

A discussion of the fourth quarter results can be found in the Company's 
Management's Discussion and Analysis for the fourth quarter ending December 31, 
2003 on SEDAR at www.sedar.com. 


LIQUIDITY AND CAPITAL RESOURCES 

The Company generated $68.2 million of cash flow before financing activities in 
2003, compared to $61.4 million in 2002. The $6.8 million increase was due to 
additional cash flows from earnings and a decline in investing activities, offset in 
part by lower working capital reductions compared to last year. 


Cash provided by operating activities amounted to $77.2 million in 2003, with 
$29.7 million of this amount generated from operating earnings. The remaining 
$47.5 million was generated from changes in non-cash working capital before the 
impact of changes in foreign currency translation rates. Significant components 
are as follows: 

e Accounts receivable decreased by $7.2 million due to improved collections in 
all segments. 

e Inventory decreased by $33.9 million as a result of $10.3 million of mining 
equipment inventory purchased in western Canada in 2002 that was sold in 2003, 
programs in Mobile Equipment that reduced used equipment by $6.2 million during 
the year, branch closures and lower purchasing in Spencer that lowered inventory 
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by $2.9 million and other reductions in all segments that were achieved through 
continued focus on reducing working capital. 

e Prepaid expenses and other recoverable amounts decreased $5.4 million pri- 
marily due to the recovery of construction progress payments made for the new 
Calgary facility that was sold and leased back to Waterous in March 2003. 

e Accounts payable and accrued liabilities decreased $3.6 million during the year 
as a result of lower overall inventory levels. 

e Income taxes payable increased $4.7 million due mainly to the receipt of prior 
year tax refunds owing and an increase in the amount of the Company's current 
taxes payable. 


Working capital, exclusive of funded debt and cash, was reduced $54.0 million from 
$171.1 million at December 31, 2002 to $117.1 million at December 31, 2003. The 
positive cash flow factors listed above and a decrease in the year-end foreign 
exchange rate compared to 2002 account for this achievement. 


Cash flows from operating earnings include $5.3 million of future income taxes due 
principally to the utilization in 2003 of the Canadian net operating tax losses gener- 
ated in 2002. 


The Company reinvested $9.0 million of the cash provided by operating activities. 
The major investing activities were $7.8 million for lift truck rental fleet additions in 
Mobile Equipment and $1.0 million for the acquisition of the assets of P.M.D.F. 
Hydraulique by Industrial Components in December 2003. 


At the end of 2003, as a result of management's focus on reducing overall indebted- 
ness, total funded debt outstanding, net of cash, was $38.7 million, a $75.7 million 
improvement from the previous year. Of this improvement, $14.3 million resulted 
from the translation of the U.S. senior notes into Canadian dollars at a lower 
exchange rate compared to last year. The Company's debt to equity ratio improved 
from 0.67:1 at December 31, 2002 to 0.22:1 at December 31, 2003. 


As at December 31, 2003, the Company had the following secured credit facilities 

in place: 

e A$20 million 364-day revolving secured committed bank borrowing facility, 
which expires December 18, 2004. Borrowing Capacity under the facility is depen- 
dent upon the level of the Company's inventories on hand and the outstanding trade 
accounts receivable. The bank facility bears floating interest rates at a margin over 
Canadian dollar and U.S. dollar bankers’ acceptances. 

e Senior notes totalling U.S. $50 million, issued in 1997 having a fixed interest 
rate of 7.62% and a bullet maturity in 2007. 

e Series | and Series Il mortgage-style debentures issued in 1994 and 1996 
respectively. The Series | debentures, maturing in 2009, bear a fixed interest rate of 
10.69% and had an outstanding principal balance of $13.2 million at December 31, 
2003. The Series || debentures, maturing in 2006, bear a fixed interest rate of 8.66% 
and had an outstanding principal balance of $6.9 million at December 31, 2003. 
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At December 31, 2003, the Company had utilized $4.0 million (represented entirely 
by letters of credit) of the $20 million bank facility. It is expected that the cash on 
hand of $45.4 million at year-end along with the $20 million bank facility and cash 
generated from earnings and working capital reductions during 2004 will provide 
sufficient cash flow to meet the Company's short-term cash requirements and 
long-term growth initiatives. 


Wajax Finance, a ‘private label” financing operation of CIT Equipment Financing 
Canada (“CIT”), is used primarily to provide customers of the Mobile Equipment 
segment with equipment financing. In addition, the Mobile Equipment segment 
leases its long-term lift truck rental fleet through Wajax Finance and will periodi- 
cally finance inventory with Wajax Finance on a non-interest bearing basis. The 
Company's association with Wajax Finance is limited to a sharing of annual profits; 
any losses are financed by CIT and deducted from future profit distributions to the 
Company. In the event the Wajax Finance program is terminated, the Company's 
liability would be limited to amounts owing to Wajax Finance for the rental fleet and 
any inventory financed at the time of termination. In addition, during the third quar- 
ter, the Company put in place a $10 million demand facility with an equipment 
financing company to finance inventory in the Mobile Equipment segment. 


The Mobile Equipment segment had possession of $38.8 million of consigned 
inventory from a major manufacturer at December 31, 2003 compared to $31.6 mil- 
lion the previous year. This inventory is not included in the Company's inventory as 
the manufacturer has title to the inventory. 


In the first quarter of 2004, the Company will pay a dividend of $0.04 per share 

and quarterly thereafter subject to the approval and declaration by the Board of 
Directors each quarter. The Board of Directors and management periodically review 
dividend policy taking into consideration the Company's earnings sustainability, 
future financial requirements and general economic conditions. No dividends on 
common shares were paid in 2003 or 2002. 


FINANCIAL INSTRUMENTS 

The Company's financial instruments are detailed in Note 9 to the Consolidated 
Financial Statements. The Company uses derivative financial instruments in 

the management of its foreign currency and interest rate exposures as described 
in Note 2 to the Consolidated Financial Statements. The Company's policy is not 
to utilize derivative financial instruments for trading or speculative purposes. 
Significant transactions during the year include the following: 

e The Company hedges its foreign currency exposures on a portion of its U.S. 
dollar-denominated senior notes by entering into offsetting U.S. dollar forward con- 
tracts. On June 30, 2003 the Company entered into a short-term foreign currency 
forward contract to buy $30 million U.S dollars on March 31, 2004 to offset the 
effect of foreign exchange gains or losses on the portion of its U.S. dollar-denomi- 
nated senior notes that does not form a part of the hedge against the Company's 
investment in its self-sustaining U.S. operations. The differential the Company 
would have paid to hypothetically terminate the forward contract at December 31, 
2003 is estimated at $2.7 million and is recorded as a liability in accounts payable 
and accrued liabilities. 
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e Where appropriate, the Company follows a policy of limiting its exposure to 
fluctuations in short-term interest rates by maintaining a portion of its bank debt at 
fixed interest rates through the use of interest rate hedging instruments. During 
the year the Company unwound $25 million of fixed interest rate swaps at a cost of 
$0.8 million. At December 31, 2003 the Company had no remaining fixed interest 
rate swaps. 


CONTRACTUAL OBLIGATIONS 


After 
Contractual obligations Total 2004 2005 2006 2007 2008 2008 


Long-term debt $ 84,105 $4,267 $ 4683 $ 3,567 $66,234 $ 2537 $ 2,817 
Operating leases $82,965 $17,846 $15,537 $12,116 $8514 $5,680 $23,272 
Total $167,070 $22,113 $20,220 $15,683 74,748 $ 8,217 $26,089 


The long-term debt obligation in 2007 relates primarily to the U.S. $50 million bullet 
principal repayment of the U.S. senior notes and other annual long-term debt 
payments on account of the mortgage-style debentures. For more information on 
the Company's operating lease obligations, see the Off Balance Sheet Financing 
section below. 


The Company also has contingent contractual obligations where the Company has 
guaranteed the resale value of equipment sold (“guaranteed residual value 
contracts”) or agreed to buy back equipment from customers at the option of the 
customer for a specified price at future dates (“buy-back contracts”). The Company 
has recorded a provision of $0.4 million (2002 - nil) as an estimate of the financial 
exposure likely to result from such commitments. For more information on these 
contracts see Guarantees under the Changes in Accounting Policy section. 


OFF BALANCE SHEET FINANCING 

Off balance sheet financing arrangements are limited to operating lease contracts 
in relation to the Company's facilities, long-term lift truck rental fleet in Mobile 
Equipment, vehicles and other equipment. The total obligations for all operating 
leases are detailed in the Contractual Obligations section above. At December 31; 
2003 the non-discounted operating lease commitments for facilities totalled 

$55.1 million, rental fleet $19.2 million, vehicles $5.9 million and other equipment 
$2.8 million. 


Although the Company's consolidated contractual annual lease commitments 
decline year-by-year, it is anticipated that existing leases will either be renewed 
or replaced resulting in lease commitments being sustained at current levels. 
In the alternative, the Company may incur capital expenditures to acquire 
equivalent capacity. 


SHARE CAPITAL 
The Company is authorized to issue an unlimited number of preferred shares with- 


out nominal or par value, issuable in series, and an unlimited number of common 
shares without nominal or par value. 
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Issued and fully paid common shares: Number of Shares Amount 


February 13, 2004 15,696,960 $ 102.2 


The Company has a plan in place to grant options to employees and officers to pur- 
chase common shares of the Company. The aggregate number of common share 
options that may be issued by the Company is limited to 1,400,000. All options 
expire within 10 years and, unless otherwise determined by the Board of Directors, 
20% of the options issued prior to 2001 vest at the end of each of the first five years 
following the date on which the options were granted. The vesting of all options 
issued in 2001 through February 13, 2004 is fully contingent on the Company meet- 
ing performance targets specified by the Board of Directors. The following table 
summarizes the status of the stock option plan: 


Weighted Average 
Number of Shares Exercise Price 


Outstanding as at February 13, 2004 774,000 $ 9.30 


CRITICAL ACCOUNTING ESTIMATES 

The preparation of financial statements requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from those estimates. Note 2 to the Consolidated 
Financial Statements describes the significant accounting policies and methods 
used in preparation of the Consolidated Financial Statements. The Company bases 
its estimates on historical experience and various other assumptions that are 
believed to be reasonable in the circumstances. The more significant estimates 
include provisions for inventory obsolescence and doubtful accounts, warranty 
reserves and fair market values for goodwill impairment tests. 


PROVISION FOR INVENTORY OBSOLESCENCE 

The value of the Company's new and used equipment is evaluated by management 
throughout each year. When required, reserves are recorded to ensure that the 
book value of equipment is valued at the lower of cost or estimated net realizable 
value. The Company identifies slow moving or obsolete parts inventories and esti- 
mates appropriate obsolescence provisions related thereto. The Company takes 
advantage of supplier programs that allow for the return of eligible parts for credit 
within specified time periods. 


PROVISION FOR DOUBTFUL ACCOUNTS 

The Company is exposed to credit risk with respect to its accounts receivable. 
However, this is somewhat minimized by the Company's large customer base which 
covers most business sectors across Canada and the western United States. The 
Company follows a program of credit evaluations of customers and limits the 
amount of credit extended when deemed necessary. The Company maintains provi- 
sions for possible credit losses, and any such losses to date have been within 
management's expectations with the exception of $1.1 million in bad debt losses 
expensed in Kinecor in 2003. 
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WARRANTY RESERVE 

The Company provides for customer warranty claims that may not be covered 
by the manufacturers’ standard warranties. In Mobile Equipment, the reserve is 
determined by applying a claim rate to the value of each machine sold. The rate 
is developed using management's best estimate of actual warranty expense, 
generally based on recent claims experience, and adjusted as required. 


GOODWILL ACCOUNTING 

During the year, the Company performed an impairment test of its unamortized 
goodwill asset and concluded that no impairment existed in the goodwill associated 
with any of the Company's segments. To test for impairment, the Company 
compares each reporting unit's book value to its fair value. Fair value is determined 
by a calculation of discounted cash flows and by reference to the market valuation 
of similar businesses, where available. While the Company uses available informa- 
tion to prepare its estimate of fair value, actual results could differ significantly 
from management's estimates which could result in future impairment and losses 
related to recorded goodwill balances. 


CHANGES IN ACCOUNTING POLICY 

GUARANTEES 

Effective January 1, 2003, the Company adopted the Canadian Institute of Chartered 
Accountants (“CICA”) new Accounting Guideline ACG-14, which requires certain 
disclosures of guarantees. As at December 31, 2003, the Company had guaranteed 
$4.7 million (December 31, 2002 - $3.5 million) for guaranteed residual value con- 
tracts and provided the option to customers for buy-back contracts in the amount of 
$1.1 million (December 31, 2002 - $0.6 million), with commitments arising between 
2004 and 2009. The commitments made by the Company in these contracts reflect 
the estimated future value of the equipment, based on the judgment and experience 
of management. The Company has recorded a provision of $0.4 million (December 3; 
2002 - nil) as an estimate of the financial exposure likely to result from such 
commitments. 


EMPLOYEE STOCK OPTIONS 

Effective January 1, 2003, the Company has adopted the fair value based method 

of accounting for employee stock options ona prospective basis in accordance with 
CICA Handbook Section 3870. Accordingly, the fair value of options at the date of 
grant is calculated and charged to operations, ona straight-line basis over the vest- 
ing period with an offsetting adjustment to contributed surplus. In 2002, the 
Company accounted for employee stock options using the intrinsic value method 
and accordingly did not record a compensation cost, but instead provided pro forma 
information, in accordance with the CICA recommendation. 
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RECENT ACCOUNTING PRONOUNCEMENTS 

HEDGING RELATIONSHIPS 

Effective January 1, 2004, the Company will adopt the CICA new Accounting 
Guideline ACG-13 “Hedging Relationships” which requires assessment of existing 
hedging relationships to determine whether they satisfy the conditions of hedge 
accounting. Management is satisfied that all of the Company's material hedging 
relationships existing at December 31, 2003 satisfy the conditions of hedge 
accounting. 


REVENUE ARRANGEMENTS WITH MULTIPLE DELIVERABLES 

In December 2003, the CICA issued EIC-142 “Revenue Arrangements with Multiple 
Deliverables” effective January 1, 2004. This Abstract addresses certain aspects 
of the accounting for arrangements under which a vendor will perform multiple 
revenue-generating activities. In particular, the Abstract addresses how to deter- 
mine whether an arrangement contains more than one unit of accounting and how 
to allocate the arrangement consideration among separate units of accounting. 


This Abstract may apply to the Mobile Equipment and Diesel Engines segments 
where the sale or rental of equipment may include delivery, installation, commis- 
sioning or maintenance services in addition to the supply of the equipment. 
Management will evaluate the application of this Abstract to these types of trans- 
actions on an Individual basis when they occur in the future. However, management 
does not expect a significant change in the way it accounts for these types of 
arrangements. 


ACCOUNTING BY A CUSTOMER (INCLUDING A RESELLER) FOR CERTAIN CONSIDERATION 
RECEIVED FROM A VENDOR 

In January 2004, the CICA issued EIC-144 “Accounting by a Customer [Including a 
Reseller] for Certain Consideration Received from a Vendor” to be applied retro- 
actively for annual and interim periods ending after August 15, 2004. This abstract 
provides guidance on how a customer [including a reseller} of a vendor's product 
should account for cash consideration received from a vendor. In the Industrial 
Components segment, rebates from vendors are accounted for as a reduction of the 
cost of the vendor's products. Management does not expect any change to the way it 
accounts for these rebates under this new Abstract. 


The EIC plans to discuss the timing of recognizing a customer rebate or refund of 
a specified amount of cash consideration payable only if the customer completes a 
specified cumulative level of purchases or remains a customer for a specified 
period of time. Management will assess the impact, if any, on the Company when 
the EIC releases their position on this issue. 


ACCOUNTING FOR SEPARATELY PRICED EXTENDED WARRANTY AND PRODUCT 
MAINTENANCE CONTRACTS 

In December 2003, the CICA issued EIC-143 “Accounting for Separately Priced 
Extended Warranty and Product Maintenance Contracts” effective for contracts 
entered into after December 17, 2003. This Abstract addresses how revenue and 
costs from separately priced extended warranty or product maintenance contracts 
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be recognized. Revenues should be deferred and recognized in income ona 
straight-line basis over the contract period except in those circumstances in which 
sufficient historical evidence indicates that the costs of performing services 

under the contract are incurred on other than a straight-line basis. In those 
circumstances, revenue should be recognized over the contract period in proportion 
to the costs expected to be incurred in performing the services under the contract. 


The Company currently recognizes revenue for separately priced extended warranty 
or product maintenance contracts over the contract period in proportion to the 
costs expected to be incurred in performing the services under the contract. 
Management does not expect a significant change in the way it accounts for these 
contracts under this new Abstract. 


VARIABLE INTEREST ENTITIES 

The CICA draft Accounting Guideline ACG-15 “Consolidation of Variable Interest 
Entities”, effective for years beginning on or after November 1, 2004, provides guidance 
for when an enterprise consolidates the assets, liabilities and results of a variable 
interest entity. A variable interest entity is an entity that is subject to control on 

a basis other than ownership or voting interest. This guideline is not expected to 
apply to the Company as it does not have an interest in any variable interest entity. 


RISKS AND UNCERTAINTIES 

As with most businesses, Wajax is subject to a number of marketplace and industry 
related risks and uncertainties which could have a material impact on operating 
results. The Company attempts to minimize many of these risks through diversifi- 
cation of core businesses and through the geographic diversity of its operations. 
There are, however, a number of risks that deserve particular comment. 


COMMODITY PRICES 

The Company is dependent on businesses whose revenue base is largely derived 
from customers that are highly reliant on favourable prices for a particular com- 
modity in the resource sector. Over the years the Company has attempted to lessen 
this dependence with its diverse operations across Canada and the western United 
States. Management is of the opinion that the Company is not significantly exposed 
to the cyclical effects of any one commodity. However, one area that can havea Sig- 
nificant effect on the Company's revenues and earnings Is the petroleum sector of 
western Canada where all three of the Company's core businesses have Operations. 
Barring a substantial decline in petroleum prices, it is anticipated that the current 
level of oil related activity in Alberta should continue to benefit the Company's oper- 
ations in 2004. 


The Company's revenue base is spread across many marketplaces, as shown in the 
Results of Operations section. It should be noted that although the Company is not 
highly dependent on the price of any one commodity, except petroleum, earnings 
of the Company can be adversely affected by downturns in any one or more of 
these markets. 
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MANUFACTURER AND PRODUCT ACCESS 

The Company seeks to position itself with leading product lines in each of its regional 
markets and its success is dependent upon continuing relations with the manufactur- 
ers it represents. In the Mobile Equipment, Diesel Engines and hydraulics and process 
pumps businesses, manufacturer relationships are generally governed through 
exclusive distribution agreements. Distribution agreements are for the most part 
open-ended, but are cancellable within a relatively short notification period specified 
in the agreement. The Company enjoys good relationships with its major manufac- 
turers and seeks to develop additional strong long-term partnerships. 


There is currently a trend toward consolidation among industrial equipment and 
component manufacturers. Consolidation may impact on the products distributed 
by the Company, in either a favourable or unfavourable manner. The Company 
endeavours to align itself in long-term relationships with manufacturers that are 
committed to achieving competitive advantage and long-term market leadership 
in their targeted market segments. 


CONTINGENCIES 

In the ordinary course of business, the Company may be exposed to contingent 
liabilities In varying amounts and for which provisions have been made in the 
Consolidated Financial Statements as appropriate. These liabilities could arise 
from litigation, environmental matters or other sources. It is not possible to deter- 
mine the amounts that may ultimately be assessed against the Company, but 
management believes that any such amounts would not have a material impact 
on the business or financial position of the Company. 


In making this assessment, the Company has been made aware of potential claims 
that may be advanced by a group of former and current employees arising out of the 
conversion on January 1, 2001 of the Employee Pension Plan from defined benefit 
to defined contribution, the taking of contribution holidays and the payment of pen- 
sion administrative expenses from the pension fund. No claim has been served on 
the Company. However, based on very limited communications with the group and 
its representative, the Company has evaluated the claims it anticipates could be 
articulated and believes such claims would be unlikely to succeed. 


FOREIGN EXCHANGE 

The Company's operating results are reported in Canadian dollars. While the 
majority of the Company's sales are in Canadian dollars, significant portions of its 
purchases are in U.S. dollars. The Company mitigates exchange rate risk by enter- 
ing into short-term foreign currency forward contracts to fix the cost of imported 
inventory where appropriate. In addition, the Company will periodically institute 
price increases to offset the negative impact of foreign exchange rate increases on 


imported goods. 


At times the Company's revenues can be affected by the negative impact of a sud- 
den increase in the value of the Canadian dollar on a portion of the Company's 
Canadian customer base whose revenues are principally denominated in U.S. dol- 
lars. This situation was evident in 2003 as Kinecor’s customers, in particular those 
in the primary metals and forestry sectors, were negatively impacted by the 
strengthening Canadian dollar. 


23 Wajax 2003 Annual Report 


MANAGEMENT’S 
DISCUSSION 
AND 

ANALYSIS 


Wajax 2003 Annual Report 


The Company also has one U.S. operating division. The exchange rate between the 
Canadian and U.S. dollar can vary significantly from year to year. There is a corre- 
sponding positive or negative impact on the Company's statement of earnings solely 
related to the translation impact year to year. In addition, there is a positive or nega- 
tive exposure to the Company depending upon its net investment in this operation and 
the fluctuation of exchange rates. However, the balance sheet impact of exchange 
fluctuations has been offset by the Company's U.S. dollar borrowings and foreign cur- 
rency forward contracts, which have been established as an effective hedge. 


STRATEGIC DIRECTION AND OUTLOOK 

In 2003, the Company met its profitability and cash flow objectives. Going forward 
management expects to improve upon the Company's financial performance and 
has formulated specific initiatives in each core business supporting this goal. 


Industrial Components is the segment that management believes has significant 
opportunity for growth over the next several years. Kinecor’s strategic plan calls for 
an increase in revenues from capturing additional market share, building the 
mobile hydraulics business and targeting several new major contract customers. 
Of equal importance is to increase margins through price matrices, vendor consoli- 
dation and offshore procurement while at the same time maintaining a tight control 
over the segment's cost and asset base. We expect continued improvement in 
Spencer in 2004. 


In Mobile Equipment, expanding market share in the construction and material 
handling sectors along with securing representation of quality products to comple- 
ment the Hitachi excavator line are key initiatives to revenue growth for 2004. In 
addition, continued expansion of aftermarket capabilities, prudent asset manage- 
ment and expense control will continue to be priorities. 


The Company's Diesel Engines business is expected to continue to deliver solid 
results in 2004, while capitalizing on its new facilities in Calgary and Moncton and 
the introduction of complementary product lines. 


FORWARD-LOOKING STATEMENTS 

This Management's Discussion and Analysis contains forward-looking information 
that involves assumptions and estimates that may not be realized and other risks 
and uncertainties. The inclusion of this information herein should not be regarded 
as a representation by the Company or any other person that the anticipated 
results will be achieved and investors are cautioned not to place undue reliance 
on such information. 


Additional information, including the Company's Annual Information Form, may be 
found on SEDAR at www.sedar.com. 


Mississauga, Canada 
February 13, 2004 
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The consolidated financial statements of Wajax Limited are the responsibility of management and have been 
prepared in accordance with Canadian generally accepted accounting principles. Where appropriate, the infor- 
mation reflects management's judgments and estimates based on the available information. Management is 
also responsible for all other information in the Annual Report and for ensuring that this information is consis- 
tent with the consolidated financial statements. 


The Company maintains a system of internal control designed to provide management with reasonable assur- 
ance as to the reliability of financial information and the safeguarding of the Company's assets. The Company 
also maintains an internal audit function, which reviews the system of internal control and its application. 


The Audit Committee of the Board of Directors, consisting solely of outside directors, meets regularly during the 
year with management, internal auditors and the external auditors, to review their respective activities and the 
discharge of their responsibilities. Both the external and internal auditors have free and independent access to 
the Audit Committee to discuss the scope of their audits, the adequacy of the system of internal control and the 
adequacy of financial reporting. The Audit Committee reports its findings to the Board of Directors, which 
reviews and approves the consolidated financial statements. 


The Company's external auditors, KPMG LLP, are responsible for auditing the consolidated financial statements 
and expressing an opinion thereon. 


ee POR 


Paul D. Sobey John J. Hamilton Mississauga, Canada 
Chairman of the Board Senior Vice President and February 13, 2004 
Chief Financial Officer 


AUDITORS’ REPORT 


We have audited the consolidated balance sheets of Wajax Limited as at December 31, 2003 and 2002 and the 
consolidated statements of earnings and retained earnings and cash flows for the years then ended. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial posi- 


tion of the Company as at December 31, 2003 and 2002 and the results of its operations and cash flows for the 
years then ended in accordance with Canadian generally accepted accounting principles. 


kag 4 
eee: 


Chartered accountants Toronto, Canada 
February 13, 2004 
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CONSOLIDATED 
BALANCE SHEETS 


As at December 31 {dollars in thousands) 03 ‘02 
ASSETS 
CURRENT 
Cash and cash equivalents $ 45,395 $ 13,557 
Accounts receivable 106,027 114,305 
Inventories (Note 3} 143,682 179412 
Income taxes receivable - 3,431 
Future income taxes (Note 7] 6,257 7,845 
Prepaid expenses and other recoverable amounts 2,353 TALE 
303,714 326,047 
NON-CURRENT 
Rental equipment (Note 4) 16,205 14,519 
Capital assets (Note 5] 31,855 37,355 
Goodwill and other assets (Note 6} 53,137 56,555 
Future income taxes (Note 7) 2,772 7,562 
103,969 115,991 
$ 407,683 $ 442,038 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
CURRENT 
Accounts payable and accrued liabilities $ 139,879 $ 141,435 
Income taxes payable 1,348 = 
Current portion of long-term debt (Note 8} 4,267 29,580 
145,494 171,015 
NON-CURRENT 
Future income taxes [Note 7] 2,745 2,680 
Long-term debt (Note 8} 79,838 98,373 
82,583 101,053 
SHAREHOLDERS’ EQUITY 
Share capital (Note 10) 102,212 102,212 
Contributed surplus (Note 11) 63 cd 
Retained earnings desl 67,758 
179,606 169,970 
$ 407,683 $ 442,038 


On behalf of the Board: 


Paul D. Sobey Robert P. Dexter 
Chairman Director 
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CONSOLIDATED 
STATEMENTS OF 
EARNINGS AND 


RETAINED 

EARNINGS 

For the years ended December 31 (dollars in thousands, except per share data] ‘03 02 
Revenue $ 883,967 $ 908,789 
Cost of sales 688,927 705,831 
Gross profit 195,040 202,958 
Selling and administrative expenses 166,348 190,887 
Other items (Note 17] - (28, 479] 
Earnings (loss) before interest and income taxes 28,692 (16,408 
Interest expense (Note 8] 10,858 15,769 
Earnings (loss) before income taxes 17,834 (32,177 
Income tax expense [recovery] (Note 7} 8,261 (6,383 
Net earnings [loss] 9573 (25,794 
Basic and diluted earnings (loss) per share (Note 12] 0.61 (1.64 
Retained earnings, beginning of year - restated (Note 6) Su 675758 i SARE 
Net earnings [loss] 9,573 (25,794) 
Retained earnings, end of year Sweets $ 67,758 
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CONSOLIDATED 
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For the years ended December 31 (dollars in thousands) ‘03 ‘02 
OPERATING ACTIVITIES 
Net earnings (loss) “Fork $ (25,794) 
Items not affecting cash flow: 
Amortization 
Rental equipment 4,268 2,314 
Capital assets 6,545 8,999 
Deferred financing costs 1,048 951 
Stock compensation expense (Note 11] 63 - 
Future income taxes 5,294 (7,519) 
Pension expense 2,865 7a\\GAV 
Other items (Note 17) ~ 28,479 
Cash flows before changes in non-cash working capital 29,656 9 550 
Changes in non-cash working capital: 
Accounts receivable 7,238 22,609 
Inventories 33,868 61,128 
Prepaid expenses and other recoverable amounts 5,377 (4,300) 
Accounts payable and accrued liabilities (3,622) (21,008) 
Income taxes payable 4,693 1,940 
47,554 60,369 
Cash flows provided by operating activities 77,210 69,919 
INVESTING ACTIVITIES 
Rental equipment additions (7,819) (1,808) 
Rental equipment disposals 1,187 633 
Capital asset additions (4,520) (8,980) 
Proceeds on disposal of capital assets 3,132 1,629 
Acquisition of business (Note 13] (1,004) - 
(9,024) (8,526) 
Cash flows before financing activities 68,186 61,393 
FINANCING ACTIVITIES 
Increase in current bank indebtedness - 25,000 
Decrease in long-term debt (25,691) (74,492) 
Increase in deferred financing costs (275) = 
Repayment of debentures (3,888) (3,544) 
Hedging activities (6,336) - 
(36,190) (53,036) 
Cash flows before effect of foreign exchange 31,996 8,357 
Effect of foreign exchange on translation adjustment (158) | 321 
Net change in cash and cash equivalents 31,838 8,678 
Cash and cash equivalents - beginning of year 13,557 4,879 
Cash and cash equivalents - end of year $ 45,395 $ 13,557 
Cash flows provided by operating activities includes the following: 
‘03 02 
Interest paid $ = 9,582 $ 14,439 
Income taxes received $ (1,545) $ (1,029) 


Significant non-cash transaction: 
Rental equipment transferred to inventory 
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NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 


December 31, 2003 and 2002 
(Tabular amounts in thousands of dollars, except per share data) 


0 1 COMPANY PROFILE 

The Company's core distribution businesses are engaged in the sale and after-sales parts and service support 
of mobile equipment, industrial components and diesel engines, through a network of branches in Canada and 
the United States. The Company is a multi-line distributor and represents a number of leading worldwide manu- 
facturers across its core businesses. Its customer base is diversified, Spanning natural resources, construction, 
transportation, manufacturing, industrial processing and utilities. 


02 SIGNIFICANT ACCOUNTING POLICIES 

These Consolidated Financial Statements have been prepared in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies used in these Consolidated Financial Statements are 
as follows: 


PRINCIPLES OF CONSOLIDATION 
These Consolidated Financial Statements include the accounts of Wajax Limited and its subsidiary companies, 
which are all wholly-owned. Intercompany balances and transactions are eliminated on consolidation. 


USE OF ESTIMATES 

The preparation of financial statements requires management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date 

of the financial statements and the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from those estimates. 


REVENUE RECOGNITION 

Revenue is recognized as it is earned in accordance with the following: 

e Revenue from the sale of equipment and parts is recorded at the time goods are shipped to customers or 
when all contracted-upon conditions have been fulfilled. 

e Revenue from equipment leases and rentals is recognized over the term of the lease or rental. 

e Revenue from the sale or transfer of internally-manufactured or assembled products is recorded when 
goods are shipped. 

e Revenue from the offering of engineering and technical services to customers is recognized upon perfor- 
mance of contracted-upon services with customers. 


Provision is made for expected returns, collection losses and warranty costs based on past performance, and for 
estimated costs to fulfill contractual obligations and other sales-related contingencies. 


DERIVATIVE FINANCIAL INSTRUMENTS 
The Company uses derivative financial instruments in the management of its foreign currency and interest rate expo- 
sures. The Company's policy is not to utilize derivative financial instruments for trading or speculative purposes. 


The Company formally documents all relationships between hedging instruments and hedged items, as well as 
its risk management objective and strategy for undertaking various hedge transactions. This process includes 
linking all derivatives to specific assets and liabilities on the balance sheet or to specific firm commitments 

or forecasted transactions. The Company also assesses, both at the hedge’s inception and on an ongoing basis, 
whether the derivatives that are used in hedging transactions are effective in offsetting changes in fair values 


or cash flows of hedged items. 


The Company enters into hedges of its foreign currency exposure on a portion of its foreign currency denomi- 
nated long-term debt by entering into offsetting forward exchange contracts, when it is deemed appropriate. 
The Company also purchases foreign exchange forward contracts to fix the cost of inbound inventory and the 
related accounts payable and to hedge anticipated foreign currency denominated sales to customers and the 


related accounts receivable. 
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Foreign exchange translation gains and losses on foreign currency-denominated derivative financial 
instruments used to hedge foreign currency long-term debt are offset against the respective translation losses 
and gains recognized on the underlying foreign currency long-term debt with any difference expensed currently. 
The forward premium or discount on forward foreign exchange contracts used to hedge foreign currency long- 
term debt is amortized as an adjustment of interest expense over the term of the forward contract. 


Realized and unrealized gains or losses associated with derivative instruments, which have been terminated or 
cease to be effective prior to maturity, are deferred under other current, or non-current, assets or liabilities 

on the balance sheet and recognized in income in the period in which the underlying hedged transaction is rec- 
ognized. In the event a designated hedged item is sold, extinguished or matures prior to the termination of the 
related derivative instrument, any realized or unrealized gain or loss on such derivative instrument is recognized 
in income. 


UNITED STATES OPERATIONS 

The Company's U.S. subsidiaries are classified as self-sustaining foreign operations. Revenues and expenses 
are translated at average exchange rates prevailing during the year. The assets and liabilities of the US. opera- 
tions are translated at the exchange rate in effect at the balance sheet date, and any translation gains or losses 
are deferred in shareholders’ equity. The exchange gains or losses that arise on the translation of the portion 
of the U.S. dollar-denominated debt that hedges the Company's investment in U.S. operations are also deferred 
in shareholders’ equity. 


CASH AND CASH EQUIVALENTS 
Cash and cash equivalents include highly liquid investments purchased three months or less from maturity and 
are stated at cost, which approximates market value. 


FOREIGN CURRENCY TRANSACTIONS AND BALANCES 

Foreign currency transactions are translated into domestic currency at exchange rates prevailing at the time the 
transactions occur. Monetary assets and liabilities denominated in foreign currencies, such as cash, accounts 
receivable and accounts payable, are translated into domestic currency at the rate of exchange in effect at the 
balance sheet date. Exchange gains and losses other than those arising from the self-sustaining foreign opera- 
tions are included in the statement of earnings. 


INVENTORIES 
Inventories are valued at the lower of cost and estimated net realizable value. 


RENTAL EQUIPMENT 


Rental equipment assets are recorded at cost and amortized over their estimated useful lives, using the declin- 
ing balance method at a rate of 20%. 


CAPITAL ASSETS AND AMORTIZATION 


Capital assets are recorded at cost and amortized over their estimated useful lives based on the following meth- 
ods and annual rates: 


Asset Method Rate 
Buildings declining balance 4% - 10% 
Equipment and vehicles declining balance 20% - 30% 
Information systems straight-line 3 - 7 years 
Furniture and fixtures declining balance 20% 
Leasehold improvements straight-line over the expected terms 


of the leases 
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GOODWILL AND OTHER ASSETS 

Goodwill is tested at least annually for impairment, or more frequently if certain indicators arise. To test for impair- 
ment, the Company compares each reporting unit’s book value to its fair value. Fair value is determined bya 
calculation of discounted future cash flows and by reference to the market valuation of similar businesses, where 
available. Any goodwill impairment in the current year is recorded as a charge against current earnings (see Note 4). 


Deferred financing costs are amortized over the terms of the respective issues. 


EMPLOYEE STOCK OPTIONS AND STOCK-BASED COMPENSATION PLANS 

In 2003, the Company has adopted the fair value based method of accounting for employee stock options ona 
prospective basis. Accordingly, the fair value of options at the date of grant is calculated and charged to operations 
on a straight-line basis over the vesting period, with an offsetting adjustment to contributed surplus. In 2002, the 
Company accounted for employee stock options using the intrinsic value method and accordingly did not record a 
compensation cost, but instead provided pro forma information in accordance with the recommendation. 


The Company has four stock-based compensation plans as described in Note 11. Effective January 1, 2003, 
compensation expense is being recognized for the stock option plan as described above and in Note 11. 
Compensation expense is also recorded under the two share unit plans and the stock appreciation rights plan. 
Any consideration paid by employees, officers or directors on the exercise of stock options is credited to share 
capital. If stock or stock options are repurchased from employees, officers or directors, the excess of the consid- 
eration paid over the carrying amount of the stock or stock option cancelled is charged to retained earnings. 


EARNINGS PER SHARE 
The treasury stock method is used to calculate diluted earnings per share and assumes any share option pro- 
ceeds would be used to purchase common shares at the average market price during the period. 


PENSIONS 
The Company has a defined contribution pension plan for most of its employees. The cost of the defined contri- 
bution plan is recognized based on the contributions required to be made each period. 


The Company also has defined benefit plans covering some of its employees. The benefits are based on years of 
service and the employees’ earnings. Defined benefit plan obligations are accrued as the employees render the 
services necessary to earn the pension benefits. The Company has adopted the following policies: 

e The cost of pension benefits earned by employees is actuarially determined using the projected benefit 
method pro-rated on service for defined benefit plans with benefits based on final average earnings and the unit 
credit method for other defined benefit plans and management's best estimate of expected plan investment 
performance, salary escalation, and retirement ages of employees. 

e For purposes of calculating expected return on plan assets, those assets are valued at fair value. 

e The excess of the net actuarial gain (loss) over 10% of the greater of the benefit obligation and the fair value 
of the plan assets is amortized over the average remaining service life of active employees. 


The Company does not sponsor a post-employment benefit plan other than the pension plans. 


INCOME TAXES 

The Company uses the asset and liability method of accounting for the tax effect of temporary differences 
between the carrying amount and the tax basis of the Company's assets and liabilities. Temporary differences 
arise when the realization of an asset or the settlement of a liability would give rise to either an increase or 
decrease in the Company's income taxes payable for the year or a later period. 
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Future income taxes are recorded at the income tax rates which are expected to apply when the future tax liabil- 
ity is settled or the future income tax asset is realized. Valuation allowances are established when necessary to 
reduce future income tax assets to the amount expected to be realized. Income tax expense consists of the 
income taxes payable for the year and the change during the year in future income tax assets and liabilities. 


COMPARATIVE FINANCIAL STATEMENTS 


Certain comparative figures have been reclassified to conform to the 2003 presentation. 


03 INVENTORIES 


£03 ‘02 
Equipment $ 57,250 $ 79,166 
Parts 81,739 94,769 
Work-in-process 4,693 Oy 
Total inventories $ 143,682 G ATI 
All amounts shown are net of applicable reserves. 
04 RENTAL EQUIPMENT 
Accumulated 
Cost Amortization Net Book Value 
December 31, 2003 26,437 $ 10,232 S$ 9165205 
December 31, 2002 LVI $ 9,398 $ 14,519 
05 CAPITAL ASSETS 
Accumulated 
Cost Amortization Net Book Value 
Land and buildings 25,086 $ 8,550 $ 16,536 
Leasehold improvements 9,435 6,769 2,666 
Equipment and vehicles 26,009 19,468 6,541 
Information systems 18,162 14,833 3,329 
Furniture and fixtures 11,354 8,571 2,783 
December 31, 2003 90,046 $§ 58,191 S$” 31,855 
Land and buildings 27,301 Se e165 $ 19,196 
Leasehold improvements IONS 6,985 aL 
Equipment and vehicles 25,072 18,506 6,566 
Information systems 17,605 12,546 5,059 
Furniture and fixtures VA 29 8,589 3,240 
December 31, 2002 92,086 See COVAR IEG | Ses 
06 GOODWILL AND OTHER ASSETS 
03 ‘02 
Goodwill $ 51,345 § 51,345 
Deferred financing costs, net of accumulated amortization 
of $4,366 (2002 - $3,353) 1,140 1,693 
Deferred pension asset (See Note 16] 652 SYN 7/ 
Total goodwill and other assets Le ae EW Gy n6009 
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During the year, the Company performed an impairment test of its unamortized goodwill asset and concluded 
that no impairment existed in the goodwill associated with any of the Company's segments. In the prior year, 
the Company adopted the Canadian Institute of Chartered Accountants (“CICA”) recommendations related to 
goodwill and other intangible assets and, accordingly, discontinued amortization of all existing goodwill. Under 
the recommendation, a transitional test was applied which indicated that an impairment existed in the goodwill 
associated with the Industrial Components segment. As a result, a goodwill writedown of $9.1 million was 
recorded directly to retained earnings, effective January 1, 2002. This amount represented the total goodwill 
associated with the Industrial Components segment’s United States based operations (Spencer Industries, Inc.). 


O07 INCOME TAXES 


Future income taxes are comprised of the following amounts: 


‘03 ‘02 
Current future income tax assets $ 6,257 $ 7,845 
Non-current future income tax assets DD Afi fez 7,562 
Non-current future income tax liabilities (2,745) (2,680) 
Net future income tax asset $ 6,284 Cele 27 
The components of the net future income tax asset are as follows: 

£03 ‘02 
Provisions not currently deductible $ 6,267 $ 6,885 
Capital assets (21) 1,081 
Deductible goodwill (1,102) (1,418) 
Deductible deferred acquisition costs (75) (342] 
Loss carry forwards 14,299 (MRR E 
Total gross future tax assets 19,368 26,159 
Less valuation allowance related to U.S. operations (13,084) (13,432] 
Net future income tax asset $ 6,284 See Zea, 
The components of the provision for income taxes are as follows: ne oe 
Current $ 2,560 $ 942 
Future 5,701 (7,325) 
Income tax expense [recovery] $ 8,261 ie Oyeo3) 
The provision for income taxes on earnings is comprised as follows: 35 ae 
Combined statutory income tax rate 35.9% 38.7% 
Expected income tax expense (recovery) $ 6,404 $ (12,452) 
Valuation allowance related to U.S. operations 459 5,114 
Non-deductible expenses 427 470 
Tax on large corporations 965 619 
Other 406 (130) 
Income tax expense (recovery) $ 8,261 $ (6,383) 


At December 31, 2003, the Company had accumulated U.S. net operating losses carried forward for tax purposes 
of approximately $41.0 million, which expire through 2023 (December 31, 2002 - $45.0 million, which expire 


through 2022). 
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08s LONG-TERM DEBT 


£03 ‘02 
U.S. $50.0 million senior notes, 7.62%, maturing December 18, 2007 $ 63,948 $ 78,216 
Debentures 

10.69%, Series I, maturing August 24, 2009 Fog227 14,736 

8.66%, Series Il, maturing June 13, 2006 6,928 9 308 
Revolving term bank facility, repayable December 31, 2003 

Canadian dollar loan - 25,000 

Mortgage payable, 7.25%, due June 30, 2003 = 693 

84,105 (2 ss 

Less current portion 4,267 29,580 

$ 79,838 $ 98,373 


The Company entered into a new $20 million revolving term bank facility on December 19, 2003. The borrowings 
under this agreement are at floating rates of interest at a margin over Canadian dollar bankers’ acceptance 
yields and U.S. dollar LIBOR rates and must be fully paid by December 18, 2004. It is the intention of the parties 
to renew this agreement annually. As of December 31, 2003 the Company had utilized $4.0 million [represented 
entirely by letters of credit) of the facility. 


The U.S. $50.0 million senior notes, the Series | and Series II debentures, and the revolving term bank facility 
are secured under a general security agreement. Interest on the U.S. $50.0 million senior notes is payable semi- 
annually and the principal is repayable on maturity in 2007. Blended principal and interest payments on the 


Series | and Series || debentures are payable semi-annually. 


In accordance with the Company's policy on translation of U.S. operations, a portion of the U.S. $50.0 million 
senior notes has been designated as a hedge of the investment in U.S. operations (Note 2). 


Interest on long-term debt amounted to $10.9 million (2002 - $15.8 million). 


Annual principal repayments for the next five years as at December 31, 2003 are: 


2004 $ 4,267 
2005 4,683 
2006 3,567 
2007 66,234 
2008 FLOR) 


Wajax 2003 Annual Report 34 


NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 


09 FINANCIAL INSTRUMENTS 


The Company's financial instruments consist of cash and cash equivalents, accounts receivable, accounts 
payable and accrued liabilities, long-term debt and foreign currency forward contracts. The carrying values 
reported in the balance sheet for financial instruments are not significantly different from their fair values, 
except as noted below. 


LONG-TERM DEBT 

The fair value of the Company’s long-term debt is estimated based on discounted cash flows using current 
interest rates for similar financial instruments subject to similar risks and maturities. As at December 31, 2003, 
the carrying value of long-term debt exceeded the estimated fair value by approximately $0.8 million (2002 - 
$4.5 million]. The fair value is not necessarily indicative of the amount that the Company might incur in an actual 
market transaction. 


INTEREST RISK 
The Company is exposed to interest rate risk arising from fluctuations in interest rates on its temporary investments. 


The Company had previously entered into interest rate swap agreements to manage its interest rate exposure 
on floating rate debt. During the year the Company unwound $25.0 million (2002 - $40.5 million) of fixed interest 
rate swaps at a cost of $0.8 million (2002 - $4.2 million}. As of December 31, 2003 there were no outstanding 
interest rate swaps (December 31, 2002 - $25.0 million). 


FOREIGN CURRENCY FORWARD CONTRACTS 

The Company enters into short-term foreign currency forward contracts to fix the cost of inbound inventory and 
to hedge foreign currency-denominated sales to customers as part of its normal course of business. As at 
December 31, 2003 the Company had contracts outstanding to buy $1.8 million U.S. dollars and 0.5 million Euros 
and to sell $0.3 million U.S dollars [December 31, 2002 - to buy $3.5 million U.S. dollars and 0.3 million Euros 
and to sell $0.9 million U.S. doilars). There is no material difference between the face value of these foreign cur- 
rency forward contracts and their fair value. 


In addition the Company has entered into a short-term foreign currency forward contract to buy $30.0 million 
U.S. dollars (2002 - $18.9 million U.S. dollars) to offset the effect of foreign exchange changes on the portion of 
its U.S. dollar-denominated senior notes that does not form a part of the hedge against the Company's Invest- 
ment in U.S. operations. The differential the Company would have paid to hypothetically terminate the forward 
contract at December 31, 2003 is estimated at $2.7 million. 


CREDIT RISK 

The Company is exposed to credit risk with respect to its accounts receivable. However, this is minimized by 

the Company's large customer base which covers most business sectors across Canada and the western United 
States. The Company follows a program of credit evaluations of customers and limits the amount of credit 
extended when deemed necessary. The Company maintains provisions for possible credit losses, and any such 
losses to date have been within management's expectations with the exception of $1.1 million in bad debt losses 
expensed in the Company's Canadian Industrial Components operation in 2003. 
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1 0 SHARE CAPITAL 


Issued and fully paid common shares: 


Number of Shares 


Amount 


December 31, 2003 and December 31, 2002 


15,696,960 


$102,212 


The Company is authorized to issue an unlimited number of preferred shares without nominal or par value and 
issuable in series, and an unlimited number of common shares without nominal or par value. 


1 1 STOCK-BASED COMPENSATION PLANS 


The Company has four stock-based compensation plans: a stock option plan, two phantom stock plans and a 


stock appreciation rights plan. 


A) STOCK OPTION PLAN 


The Company has a plan in place to grant options to employees and officers to purchase common shares of 

the Company. The aggregate number of common share options that may be issued by the Company is limited to 
1,400,000. All options expire within 10 years and, unless otherwise determined by the Board of Directors, 20% of 
the options issued prior to 2001 vest at the end of each of the first five years following the date on which the 
options were granted. The vesting of all options issued in 2001 through 2003 is fully contingent on the Company 
meeting performance targets specified by the Board of Directors. 


The following table summarizes the status of the stock option plan as at December 31, 2003 and 2002 and the 


changes during the years then ended: 


‘03 ‘02 

Number Weighted Number Weighted 

of Average of Average 

Shares Exercise Price Shares Exercise Price 

Outstanding at beginning of year 874,000 $ 755 840,000 $ 7.85 
Granted 110,000 5.50 245,000 4.4] 
Exercised - - - - 
Forfeited and expired (240,000) 13.43 (211,000) OMe 
Outstanding at end of year 744,000 $ 5.35 874,000 $ 155 


The following table summarizes information about stock options outstanding at December 31, 2003: 


Options Outstanding 


Options Exercisable 


Weighted Weighted Weighted 

Number Average Average Number Average 

of Remaining Life Exercise of Exercise 

Range of Exercise Prices Shares (years) Price Shares Price 
$3.80 to $5.10 542,000 5.67 $ 4.09 10,000 $ 3.80 
$7.34 to $9.25 162,000 5.09 8.02 98,600 8.41 
$11.50 40,000 Zah0 11.50 40,000 11.50 
Outstanding at end of year 744,000 5.36 $ 5.35 148,600 $ 8.93 
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The Company has recorded a compensation cost of $63 thousand in respect of employee stock options granted 
in 2003. The Company had accounted for employee stock options using the intrinsic value method prior to 2003 
and accordingly has not recorded compensation costs for grants prior to this year. There would have been 

a reduction in earnings of $253 thousand (2002 - $56 thousand) and a $0.01 reduction in basic and diluted earnings 
per share (2002 - a nominal reduction in basic and diluted earnings per share) if the Company had accounted for 
employee stock options issued in 2002 under the fair value method. The fair value of employee stock options is 
determined using the Black-Scholes option pricing model, using the following weighted average assumptions: 
risk free interest rate 3.98% - 4.18%, expected life of 5 years, expected volatility 39% and expected dividends 2%. 
The weighted average fair value of the options issued during the year at the grant date was $2.00 (2002 - $1.90). 


B) DEFERRED SHARE UNIT PLAN 

Under this plan, non-employee directors of the Company receive a portion of their fees and annual retainers in 
the form of units of the plan, and the Company records a liability. The number of units issued is based upon the 
market value of the Company’s common shares at each allocation date during the year. After retirement, qualify- 
ing directors receive a cash payment equal to the market value of their accumulated Deferred Share Units. 
Amounts included in the Consolidated Statements of Earnings for this plan were $266 thousand (2002 - 

$37 thousand) in the year ended December 31, 2003. 


C) PERFORMANCE RESTRICTED SHARE UNIT PLAN 

Under this plan, the Company's President is entitled to receive performance-based compensation in the form 
of units of the plan, and the Company records a liability. The number of units issued will be based on the perfor- 
mance-of the Company's common share price through December 31, 2005, at which point any issued units 

will be redeemed by the Company for a cash payment equal to the market value of the issued units. Amounts 
included in the Consolidated Statements of Earnings for this plan were $226 thousand (2002 - $34 thousand) in 
the year ended December 31, 2003. 


D) STOCK APPRECIATION RIGHTS PLAN 

In the prior year, the Company had a stock appreciation rights (“SAR”) plan in place to grant SARs to key 
employees and officers. Effective February 20, 2003, all outstanding SARs expired. As of December 31, 2003, the 
Company has no outstanding SARs. 
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12 EARNINGS PER SHARE 
The following table sets forth the computation of basic and diluted earnings [loss] per share: 


‘03 02 

Numerator for basic and diluted earnings per share - net income [loss] $ CWE) $ (25,794) 

Denominator for basic earnings per share — weighted average shares 15,696,960 15,696,960 
Denominator for diluted earnings per share: 

- weighted average shares 15,696,960 15,696,960 

- effect of dilutive employee stock options 108,610 - 

Denominator for diluted earnings per share 15,805,570 15,696,960 

Basic earnings (loss) per share $ 0.61 $ (1.64) 

Diluted earnings (loss) per share $ 0.61 $ (1.64)] 


Excluded from the above calculations are 202,000 (2002 - 874,000) outstanding stock options with an exercise 
price range of $7.34-$11.50 (2002 - $3.80-$17.25) as they are currently anti-dilutive. These securities could 


potentially dilute earnings per share in future periods. 


13 ACQUISITION 


During the year, the Company's Industrial Components segment acquired the assets of P.M.D.F. Hydraulique 
Inc., an industrial hydraulics distribution business, for a total purchase price of $1.0 million. The effective date of 
acquisition was December 1, 2003. The results of operations from the acquisition have been included in the con- 


solidated statements of the Company as of the effective date. 


The following is a summary of the purchase price allocation: 


Working capital $ O27; 
Capital assets ii 
Total purchase price $ 1,004 
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14 SEGMENTED INFORMATION 


The Company operates through a network of branches in Canada and the United States. The Company's three 
core businesses are: i] the distribution, modification and servicing of mobile equipment; ii) the distribution, 
servicing and assembly of industrial components; and iii) the distribution and servicing of diesel engines. 


INDUSTRY SEGMENTS 


Segment 
Eliminations 
Industrial Components and 
Mobile United Diesel Unallocated 
£03 Equipment Canada States Engines Amounts Total 
REVENUE 438,856 229,032 $ 51,060 $ 166,884 (1,865) $ 883,967 
Segment earnings [loss] before 
interest and income taxes 18,290 4,182 $ (2,852) $ 15,696 (8) $ 35,308 
Corporate costs (6,616) (6,616) 
Other items = 
Earnings before interest and 
income taxes 18,290 4,182 $ (2,852) $15,696 (6,624) $ 28,692 
SEGMENT ASSETS 161,966 112,098 $ 18499 $ 57,494 - $ 350,057 
Corporate and other assets 57,626 57,626 
Total assets 161,966 112,098 $ 18,499 $ 57,494 57,626 $ 407,683 
ASSET ADDITIONS 
Rental equipment 7,808 - $ - $ 11 - $ 7,819 
Capital assets 857 1,381 460 1,877 22 4,597 
8,665 Leen) S3 460 $ 1,888 22 $ 12,416 
ASSET AMORTIZATION 
Rental equipment 4,186 - $ - $ 82 - $ 4,268 
Capital assets 1,412 1,877 1,310 1,184 762 6,545 
Deferred financing - = = = 1,048 1,048 
5,598 1,877 $ 1,310 $ 1,266 1,810 $ 11,861 
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Segment 
Eliminations 
Industrial Components and 
Mobile United Diesel Unallocated 
‘02 Equipment Canada States Engines Amounts Total 
REVENUE $ 454,204 $ 236519 $ 56449 $ 166863 $ (5,246) $ 908,789 
Segment earnings (loss) before 
interest and income taxes S13 5328s (2,578) $ (6,493) $ 16858 $ 24 Se 21343 
Corporate costs (9,272) (9227.2) 
Other items (28,479) (28,479} 
Earnings before interest and 
income taxes $ 13,532 $ (2578) $ (6,493) $ 16,8585 G5 (G7 727\eomeie oe! 
SEGMENT ASSETS $ 188,082 $ 118,347 $ 26659 $ 68,928 $ - $ 402,016 
Corporate and other assets 40,022 40,022 
Total assets $ 188,082 $ 118347 $ 26659 $ 68928 $ 40,022 $ 442,038 
ASSET ADDITIONS 
Rental equipment $ 1,758 % = § - $ 50 $¢$ - § 1,808 
Capital assets 644 836 881 821 BIS 8,980 
$ 2028S 836 $ 881 $ 871 $ 5,798 $ 10,788 
ASSET AMORTIZATION 
Rental equipment $ 2,249 $ - §$ - $ 65 $ - §$ 2,314 
Capital assets 2,109 2,770 1,073 1,229 1,818 8,999 
Deferred financing - - - = 951 951 
$ 4,358 $ PALIN OSS 1,073 $ 1,294 $ 2,769 5) 12264 


Segment assets do not include assets associated with the corporate office, financing or income taxes. Additions 
to corporate assets, and amortization of these assets, are included in segment eliminations and unallocated 


amounts. 


GEOGRAPHIC SEGMENTS 


£03 Canada United States Total 
REVENUE $ 832,907 $ 51,060 $ 883,967 
Location of assets: 
Rental equipment $ 16,205 $ - $ 16,205 
Capital assets 29,999 1,856 31,855 
Goodwill 51,345 - 51,345 
‘02 
REVENUE $ 783,746 $ 125,043 $ 908,789 
Location of assets: 
Rental equipment $ 14,519 $ ~ $ 14,519 
Capital assets 34,623 PTY? Sf Shas 
Goodwill 51,345 - 51,345 
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15 COMMITMENTS AND CONTINGENCIES 

Operating leases 

Total long-term lease commitments amount to $83.0 million over the remaining life of the leases. The annual 
payments required under the lease agreements over the next five years are as follows: 


2004 $ 17,846 
2005 19,537 
2006 12,116 
2007 8,514 
2008 5,680 


GUARANTEED RESIDUAL VALUE AND BUY-BACK CONTRACTS 

The Company has guaranteed the resale value of equipment sold (“guaranteed residual value contracts”) or 
agreed to buy back equipment from customers at the option of the customer for a specified price at future dates 
(“buy-back contracts”). These contracts are subject to certain conditions being met by the customer. As at 
December 31, 2003, the Company had guaranteed $4.7 million (2002 - $3.5 million) for guaranteed residual 
value contracts and provided the option to customers for buy-back contracts in the amount of $1.1 million 

(2002 - $0.6 million}, with commitments arising between 2004 and 2009. The commitments made by the 
Company in these contracts reflect the estimated future value of the equipment, based on the judgment and 
experience of management. The Company has recorded a provision of $0.4 million (2002 — nil) as an estimate 

of the financial exposure likely to result from such commitments. 


CONTINGENCIES 

In the ordinary course of business, the Company may be contingently liable for litigation in varying amounts and 
for which provisions have been made in these Consolidated Financial Statements as appropriate. These liabilities 
could arise from litigation, environmental matters or other sources. It is not possible to determine the amounts 
that may ultimately be assessed against the Company, but management believes that any such amounts would 

not have a material impact on the business or financial position of the Company. 


In making this assessment, the Company has been made aware of potential claims that may be advanced by 

a group of former and current employees arising out of the conversion on January 1, 2001 of the Employee 
Pension Plan from defined benefit to defined contribution, the taking of contribution holidays and the payment of 
pension administrative expenses from the pension fund. No claim has been served on the Company. However, 
based on very limited communications with the group and its representative, the Company has evaluated the 
claims it anticipates could be articulated and believes such claims would be unlikely to succeed. 


16 EMPLOYEES’ PENSION PLANS 

The Company sponsors three pension plans: the Employees’ Plan which, except for a small group of employees 
collecting long-term disability benefits and a small group of inactive members, has been converted to a defined 
contribution plan (“DC”) and two defined benefit plans: the Executive Plan and the Supplemental Executive 
Retirement Plan. On January 1, 2002 and June 28, 2003 the Company converted certain unionized Employee 
Plan members to the DC portion of the plan. The curtailment impacts of these conversions were recognized in 
the years 2002 and 2003 in net benefit plan income/expense. In 2002, the Company transferred funds represent- 
ing members’ accrued benefit obligations under the January 1, 2002 conversion and made a similar transfer in 
2003 for the June 28, 2003 conversion. The settlement impacts of these transactions are recognized in the year 


that the transfer occurs. 
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The Company uses actuarial reports prepared by independent actuaries for funding and accounting purposes. 
The following significant actuarial assumptions were employed to determine the periodic pension income and 


the accrued benefit obligations: 


‘03 02 
Expected long-term rate of return on plan assets 3.5% - 7.25% 5.0% - 7.25% 
Discount rate 6.0% 6.5% 
Rate of compensation increase 5.0% 4.0% - 5.0% 


The Company's net plan expense is as follows: 


£03 ‘02 
Current service cost - defined benefit plans $ 363 $ 429 
Current service cost - defined contribution plans 3,038 2,900 
Interest cost 492 533 
Expected return on plan assets (390) (782) 
Amortization (148) (123) 
DC conversion - curtailment impact 11 = 
Transfer to members’ accounts - settlement impact (36) (709) 
Net plan expense $7330 $ 2,248 
Information about the Company's defined benefit pension plans, in aggregate, is as follows: 

£03 ‘02 
ACCRUED BENEFIT OBLIGATION 
Accrued benefit obligation, beginning of year $ 6,607 $ 9,436 
Current service cost 363 429 
Participant contributions 76 192 
Interest cost 492 533 
Actuarial loss (gain) 2,161 (337) 
Transfer to plan members = (1,693) 
Plan amendment - retiree benefit enhancement - 66 
Benefits paid (766) (2,019) 
Accrued benefit obligation, end of year $ 8,933 ¢ 6,607 
PLAN ASSETS 
Fair value of plan assets, beginning of year $ 10,544 S916 560 
Actual return on plan assets 44 444 
Participant contributions 76 192 
Employer contributions (2,573) (2,943) 
Benefits paid (766) (3,712) 
Fair value of plan assets, end of year $ 7,325 $ 10,544 

*03 ‘02 
Plan assets, end of year . $ 7325 $ 10,544 
Accrued benefit obligation, end of year $ (8,933) $ (6,607) 
Funded status — plan (deficit) surplus (1,608) 3,937 
Unamortized net actuarial losses 3,170 836 
Unamortized past service costs 10 24 
Unamortized net transitional asset (920) (1,280) 
Deferred pension asset $ 652 $ 3,517 
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Included in the aforementioned accrued benefit obligations and fair value of plan assets at year-end are the fol- 
lowing amounts in respect of the Supplemental Executive Retirement Plan that is not funded: 


‘03 ‘02 
Accrued benefit obligation $ 1,724 $ iA 
Fair value of plan assets - - 
Fund status - plan deficit $ NeIZe | ¢ 75 


1 wT OTHER ITEMS 


In 2002, the Company recorded a charge of $25.5 million relating to the abandonment of the implementation of 
the ERP computer system into the Company's Mobile Equipment and Diesel Engines segments and to discon- 
tinue its implementation within the Industrial Components segment. In addition, the Company recorded a charge 
in 2002 representing a provision for restructuring of the Industrial Components and Mobile Equipment 
segments, as well as severance costs. These charges were partially offset by a small recovery of the provision 
taken in 2000 for the disposal of the Company's Pacific North Equipment operations. 


The impact of the above noted prior year charges are as follows: 


‘02 Pretax Tax After Tax 
ERP computer system $25,436 Seo vad G9 15,719 
Net restructuring costs and severances 3,043 (1,389) 1,654 
Total other items $ 28,479 $ (11,106) $17,373 
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£03 ‘02 


(Dollars in millions, except per share data) 


Qi Q2 


Q3 


a4 | ai a2 a3 a4 


Revenue 
Net earnings (loss) 
Earnings (loss) per share 


$ 218.3 $ 227.0 $ 207.8 $ 230.9/$ 214.2 $ 264.8 $ 206.6 $ 223.2 


Led 20 


2.6 


3.4 (1.0) 1:0" (17.8) (8.0) 


$ 0.07$ 0.16$ 0.16$ 0.22|$ (0.07)$ 0.07 $ (1.13)$ (0.51) 


ELEVEN-YEAR 
SUMMARY = 
UNAUDITED 


For the years ended December 31 
(dollars in millions, 


except per share data] £03 ‘02 ‘01 ‘00 *99 ‘98 ‘97 ‘96 *95 *94 ‘93 
OPERATING RESULTS 
Revenue $ 884.0/$ 908.8 $1,047.6 $1,147.5 $1,038.4 $ 992.2 $ 947.4 $ 675.1 $ 547.6 $ 404.5 $ 287.4 
Net earnings (loss]} 9.6 (25.8) 8.7 (9.7) 4.0 7) 21.0 WA 12.0 4. | ed 
Interest expense 10.9 15.8 (St 20.3 20.2 Wey 13.4 veil 8.2 5.7 5.6 
Cash flows before changes 

in non-cash working capital 29.7 9:5 26.2 28.2 28.3 20.2 32.5 27.6 21.8 14.0 Hal 
Capital asset 

expenditures — net (as) Tee 16.9 16.3 7 10.7 4.8 4.4 (lee les) poss) 
Rental equipment 

expenditures — net 6.6 EZ 0.8 S.6) 2.8 13.6 9.0 5.6 6.7 Za5 )5 
Amortization 1? 23 i5eZ 16.2 21.0 16.9 13.3 10.0 8.6 3.3) 5.0 
PER COMMON SHARE 
Net earnings [loss] $ O0.61$ (1:64) $ 0.55 S$ (0:62\'$" 0.25 $0160 $991.39 S22 SO ome 
Dividends paid - - - - - - - - - - = 
Equity 11.44 10.83 13.05 12.49 13.11 12.86 (2Z2y 10.32 Ge 8.04 7.60 
FINANCIAL POSITION 
Working capital $ 158.2/$ 155.0 $ 241.6 $ 264.6 $ 278.9 $ 292.0 $ 236.8 $ 1884 $ 134.0 $ 108.0 $ 57.4 
Rental equipment 16.2 14.5 led 14.5 28.2 SGa/, TS) Wes 14.1 9.8 8.5 
Capital assets - net Sieg) 37.4 64.2 Sol 46.5 42.7 34.1 31.6 27.8 24.9 26.0 
Long-term debt 79.8 98.4 176.4 DIE PD 226.0 250.9 167.8 144.5 68.6 60.8 32.1 
Shareholders’ equity 179.6 170.0 204.8 196.1 205.8 201.8 Piled/ 145.1 124.3 90.8 85.7 
Total assets 407.7 442.0 594.5 623.2 617.5 644.4 ILS 405.0 303.2 241.1 220.3 
OTHER INFORMATION 
Number of employees 2,279 2,308 2,601 2,804 2,692 Di) 2,341 LAS 1,621 1,419 1,154 
Common shares 

outstanding (000s) 15,697 |) 113,697, 155697 15'6 97 15)69,7 a 15,69/7, see15)6.32 an, OG nn OvOC) ECS 8,628 
Price range of 

common shares 

High $ 8.25\$ 7.25 $ 600 $ 5.75 $ 9.00 $ 2200 $ 19:75 $15.00) $1120) cme) tom umee” 
Low 3.10 3.76 4.00 3725 4.60 7.65 13.50 10.63 7.88 7.75 5.50 
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CORPORATE 
OFFICERS 

AND BOARD 

OF DIRECTORS 


CORPORATE OFFICERS 


Paul D. Sobey 
Chairman 


Neil D. Manning 
President and 
Chief Executive Officer 


John J. Hamilton 
Senior Vice President and 
Chief Financial Officer 


James M. Burns 
Senior Vice President 
Mobile Equipment 


Gordon A. Duncan 
Senior Vice President 
Industrial Components 


Linda Corbett 
Treasurer 


Christopher J. Desjardins 
General Counsel and 
Secretary 


DIRECTORS 


Paul D. Sobey? 

Chairman 

Wajax Limited 

President and 

Chief Executive Officer 
Empire Company Limited 


Mark L. Cullen:2 
Chairman 
Terasen Inc. 


Robert P. Dexter, Q.C.! 
Chairman and 

Chief Executive Officer 
Maritime Travel Inc. 


Ivan E.H. Duvar?: 9 
Corporate Director 


Paul E. Gagné? 
Corporate Director 
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Neil D. Manning2 
President and 

Chief Executive Officer 
Wajax Limited 


Valerie A.A. Nielsen! 
Corporate Director 


Frank C. Sobey! 
Chairman 


Crombie Properties Limited 


Donald J. Taylor'? 
Chairman 
Enbridge Inc. 


HONOURARY DIRECTORS 


H. Gordon MacNeill 
Peter Paul Saunders 


1 Member of the Audit Committee 
2 Member of the Pension Committee 


3 Member of the Human Resources 
and Corporate Governance 
Committee 
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OPERATING UNITS 


Mobile Equipment 


Wajax Industries, 
Western Canada 
16745 - 111th Avenue 
Edmonton, Alberta 
T5M 2S4 

Mark Whitman, 

Vice President 


Wajax Industries, 
Eastern Canada 
1100 Norman Street 
Lachine, Quebec 
H8S 1A6 

Jack Doyon, 

Vice President 


Industrial Components 


Kinecor Inc. 

451 boul. Lebeau 

St. Laurent, Quebec 

HAN 182 

Gordon Duncan, President 


Kinecor —- Western Region 
1403 - 5th Street 

Nisku, Alberta 

TIE SC7 

Barry Sutherby, 

Vice President, 

Western Region 


Kinecor - Central Region 
1 Moyal Court 

Concord, Ontario 

L4K 4R8 

Don Olson, 

Vice President, 

Central Region 
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Kinecor - Eastern Region 
451 boul. Lebeau 

St. Laurent, Quebec 

H4N 182 

Francois Germain, 

Vice President, 

Eastern Region 


Spencer Industries, Inc. 
19308 - 68th Avenue South 
Building D 

Kent, Washington 98032 
Jerry Randecker, 

Vice President, U.S. 


Diesel Engines 


Waterous Detroit 
Diesel-Allison 
10025 - 51st Avenue 
Edmonton, Alberta 
T6E 0A8 

Ed Kobe, President 


Detroit Diesel-Allison 
Canada East 

2997 rue Watt 

Ste-Foy, Québec 

G1X 3W1 

Pierre Asselin, President 


HEAD OFFICE 


3280 Wharton Way 
Mississauga, Ontario 

L4X 2C5 

Telephone: (905] 212-3300 
Fax: (905) 212-3350 


SHAREHOLDER 
INFORMATION 


Transfer Agent 
and Registrar 


For information relating to 
shareholdings, dividends, 
lost certificates, changes 
of address or estate trans- 
fers, please contact our 
transfer agent: 
Computershare Trust 
Company of Canada 

100 University Ave., 

9th Floor 

Toronto, ON M5J 2Y1 
Telephone: (514) 982-7555 
or 1-800-564-6253 

Fax: [514] 982-7635 
E-mail: caregistryinfo @ 
computershare.com 


Auditors 
KPMG LLP 


Stock Listing 


The Toronto Stock 
Exchange 


Trading Symbol 
WJX 


Common Share Trading 
Information During 2003 


Volume 
of Shares 


Open High Low Close Traded 


$4.00 $8.25 $3.10 $8.00 1,632,079 


Quarterly Earnings Reports 


Quarterly earnings for the 
balance of 2004 are antici- 
pated to be announced on 
May 7, August 10 and 
November 2. 
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2004 Dividend Dates* 


Record Dates Payment Dates 


March 15 March 31 
June 14 June 30 
September 13 September 30 


December 13 December 31 


* Dividend amounts and dates are 
subject to approval by the Board of 
Directors. 


Investor Information 


John Hamilton 

Senior Vice President and 
Chief Financial Officer 
Telephone: (905) 212-3300 
Fax: (905) 212-3350 
E-mail: ir@wajax.com 


To obtain a delayed stock 
quote, read news 
releases, listen to the 
latest analysts’ conference 
call, and stay abreast 

of other company news, 
visit our website at 
www.wajax.com. 


Annual Meeting 


Shareholders are invited 
to attend the Annual 
Meeting of Wajax Limited, 
to be held in The 
Auditorium of the TSX 
Broadcast and Conference 
Centre, The Exchange 
Tower - Main Floor, 

130 King Street West, 
Toronto, Ontario, Canada, 
on Friday, May 7, 2004, 

at 11:00 a.m. 


Vous pouvez obtenir la 
version francaise de ce 
rapport en écrivant a la 
Secrétaire, Wajax Limitée, 
3280 Wharton Way, 
Mississauga (Ontario) 

LAX 2C5. 


Interbrand, Toronto Printed in Canada 


BRANCH 
LISTINGS 


MOBILE 
EQUIPMENT 


WAJAX INDUSTRIES 
LIMITED 

EASTERN CANADA 
Wabush, NL 
Dartmouth, NS 
Moncton, NB 
Fredericton, NB 
Quebec City, QC 
-St-Felicien, QC 
Lachine, QC 
Granby, QC 

Ottawa, ON 
Mississauga, ON 
Milton, ON 

London, ON 
Windsor, ON 

Lively (Sudbury), ON 
Timmins, ON 
Thunder Bay, ON 


WAJAX INDUSTRIES 
LIMITED ; 
WESTERN CANADA 
Campbell River, BC 
Nanaimo, BC 
Terrace, BC 

Prince George, BC 
Kamloops, BC 
Langley, BC 
Sparwood, BC 

Fort McMurray, AB 
Grande Prairie, AB 
Edmonton, AB (2) 
Calgary, AB 
Saskatoon, SK 
Winnipeg, MB 
Dryden, ON 


DIESEL 
ENGINES 


WATEROUS DETROIT 
DIESEL-ALLISON 
Medicine Hat, AB 
Calgary, AB (2) 

Red Deer, AB 
Edmonton, AB 
Grande Prairie, AB 
Fort McMurray, AB 
Fort St. John, BC 


DETROIT DIESEL- 
ALLISON 

CANADA EAST 

Val d'Or, QC 

Saint Nicephore, QC 
Dorval, QC 

Ste-Foy, QC 
Dartmouth, NS 
Mount Pearl, NL 
Moncton, NB 


*For a detailed listing of branches, go to www.wajax.com 


INDUSTRIAL 
COMPONENTS 


KINECOR 
WESTERN REGION 
Prince George, BC 
Surrey, BC 
Calgary, AB (2) 
Nisku, AB 
Edmonton, AB 
Saskatoon, SK 
Regina, SK 
Winnipeg, MB 

Flin Flon, MB 
Thompson, MB 
Yellowknife, NT 


CENTRAL REGION 
Concord, ON 
Windsor, ON 
Sudbury, ON 
Sarnia, ON 
Brampton, ON 
Scarborough, ON 
Stoney Creek, ON 
Guelph, ON 
Thunder Bay, ON 
Marathon, ON 
Longlac, ON 
Sault St. Marie, ON 
Kapuskasing, ON 
North Bay, ON 
Timmins, ON 
Espanola, ON 
Hearst, ON 
Temiscaming, QC 


EASTERN REGION 
Wabush, NL 
Corner Brook, NL 
Mount Pearl, NL 
Charlottetown, PE 
Port Hawkesbury, NS 
Dartmouth, NS 
New Glasgow, NS 
Kentville, NS 
Bathurst, NB 

St. Laurent, QC (2] 
Sept Iles, QC 7 
Sherbrooke, QC 
Thetford Mines, QC 
Valleyfield, QC 
Drummondville, QC 
Granby, QC 
Chicoutimi, QC 
Trois Rivieres, QC 
Tracy, QC 
Longueuil, QC 
Ville d’Anjou, QC 
Quebec City, QC 
Noranda, QC 

Val d'Or, QC 
Ottawa, ON 


SPENCER INDUSTRIES 
Kent, WA 

Yakima, WA 

Portland, OR 

Ontario, CA 

Modesto, CA 

Salt Lake City, UT 
Gillette, WY 

Billings, MT 

Boise, ID 


www.wajax.com 


